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THE COMPANY

Southern Copper Corperation is one of the largest in'l'egraled copper producers in the world. We produce copper, molybdenum, sinc
and siiver. All of our mining, smelting and refining facilities are located in Peru and in Mexico and we conduct exploration activities
in those countries and Chile. See “Review of Operations™ for maps of our principal mines, smelting facilities and refineries, Qur
operations make us one of the largest mining companies in Peru and also in Mexico, We believe. based on our review of the mzjor
mining companies’ 2006 annual reports, that we are the largest publicly traded copper mining company in the world based on copper
reserves. We were incorporated in Delaware in 1952 and have conducted copper mining operations since 1960. Since 1996, our
common stock has been listed on both the New York Stock Exchange and the Lima Stock Exchange.

Our Peruvian copper operations involve mining, milling and flotation of copper ore to produce copper concentrates and molybdenum
concentrates: the smelting of copper concentrates to produce anode and blister copper; and the refining of blister/anode copper ta
produce copper cathodes. As pant of this production process, we also produce significant amounts of molybdenum and silver. We
also produce refined copper using SX/EW technology. We operate the Tovuepala and Cuajone mines high in the Andes mountzins,
approximately 984 kilometers southeast of the city of Lima, Peru. We also operate a smelier and refinery west of the Toquepalz. and
Cuajone mines in the coastal city of llo, Peru.

Our Mexican operativns are conducted through our subsidiary, Minera Mexico $.A, de C.V, (“Minera Mexico™), which we acquired
on April 1, 2005. Minera Mexico engages principally in the mining and processing of copper. molybdenum. zinc, silver, gold and
lead. Minera Mexico operates through subsidiaries that are grouped into three separate units. Mexicana de Cobre 5.A. de C.V.
(together with its subsidiaries, the “Mexcobre Unit™) operates La Caridad, an open-pit copper mine, a copper ore concentrator,
SX/EW plant, a smelter, refinery and a rod plant. Mexicana de Cananea S.A. de C.V. (together with its subsidiaries, the “Cananea
Unit”) operates Cananea, an open-pit copper mine. which is located at the site of one of the world’s largest copper ore deposits, a
copper concentrator and two SX/EW plants. Industrial Minera Mexico, S.A. de C.V. and Minerales Metalicos del Norte, $.A.
(together with its subsidiaries, the “IMMSA Unit™) operate five underground mines that produce zinc, lead, copper, silver and gold, a
coal mine and several industrial processing facilities for zinc and copper,

We utilize many up-te-date mining and processing methods, including global positioning systems and compumerized mining
operations. Our operations have a high level of verticat integration that allows us to manage the entire production process, from the
mining of the ore (o the production of refined copper and other products and most related transport and logistics functions, usin z our
own facilities, employees and equipment.

The sales prices for our products are largely determined by market forces outside of our control. Our management, therefore, focuses
on cost control and production enhancement to improve profitability, We achieve these goals through capital spending programs,
exploration efforts and cost reduction programs. Our focus is on seeking to remain profitable during periods of low copper prices and
maximizing results in periods of high copper prices. For additional information on the sale prices of the metals we produce, please see
“Metal prices.”




Currency Information:

"o

Unless stated otherwise, all our finunciat information is presented in US dollars and any reference herein to “U.S. dollars™, “dollars™,
or “$” are to U.S. dollars; references to “S1.”, *nuevo sol” or “nuevos soles™. are to Pervvian nuevos soles; and references to “peso™,
“pesos”, or “Ps.”, are to Mexicun pesos.

Unit Information:

Unless otherwise noted, all tonnages are in metric tons. To convert to short tons, multiply by 1.102. All ounces are troy cunces. All
distances are in kilometers. To convert to miles, multiply by 0.621. To convert hectares to acres, muliiply by 2.47,

ORGANIZATIONAL STRUCTURE

The following chart describes our organizational structure starting with our controlling stockholder. For clarity of presentation, the
chart identifies only principal subsidiaries and eliminates intermediate holding companies.

Grupo Mexico, 5.4.8. de C.v.
{Mexico)
100% 1
Americas Mining Corporation
(UsA)
75.1% l
Southern Copper Corparation
(Usa)
99.29% | 09% |
Southern Pery Copper Corpotation Minera Mexico, SA. deC.v,
Peru Branch {Mexico)
(Pery)
1
99.95% & 99.55% ¢ 89.95% ¢
Mexizana de Cobre, Industrial Minera Mexicana de Cananea,
S.A deC. Y. Mexico, S.A, de C.V. S.A deC.v
{Mexico) (Mexico) {Mexico)

We are a majority-owned, indirect subsidiary of Grupo Mexice $.A.B. de C.V. (“Grupo Mexico”). Through its wholly-owned
subsidiaries, Grupo Mexico currently owns approximately 75.1% of our capital stock. Grupo Mexico’s principal business is 10 act as a
holding company for shares of other corporations engaged in the mining, processing, purchase and sale of minerals and other products
and railway and other related services. :




We conduct our operations in Peru through a registered branch (the “SPCC Peru Branch” or “Peruvian Branch™). The SPCC Peru
Branch comprises substantially all of our assets and liabilities associated with our copper operations in Peru, The SPCC Peru Branch
is not a corporation separate from us and, therefore, obligations of SPCC Peru Branch are direct obligations of SCC and vice-ve'sa. It
is, however, an establishment, registered pursuant to Peruvian law, througt: which we hold assets, incur liabilities and conduct
operations in Peru. Although it has neither its own capital nor liability separate from us, it is deemed Lo have equity capital for
purposes of determining the economic interests of holders of our investmemt shares, formerly known as labor shares {See Nowe 13
“Minority interest” of our consolidated combined financial statements).

On April 1, 2005, we acquired Minera Mexico, the largest mining company in Mexico on a stand-alone basis, from Americas Mining
Corporation (“*AMC"), a subsidiary of Grupo Mexico, our controlling stockholder. Minera Mexico is a holding company and all of its
operations are conducted through subsidiaries that are grouped into three units: (i) the Mexcobre unit, (ii) the Cananea unit and (iii) the
IMMSA unit. We now own 99.95% of Minera Mexico.

CAUTIONARY STATEMENT

Forward-looking statements in this report and in other Company statements include statements regarding expected commencement
dates of mining or metal production operations, projected quantities of future metal production, anticipated production rates, opurating
efficiencies, costs and expenditures as well as projected demand or supply for the Company’s products. Actual results could differ
materially depending upon factors including the risks and uncertainties relating 1o general U.S, and international economic and
political conditions, the cyclical and volatile prices of copper, other commodities and supplies. including fuel and electricity,
availability of materials, insurance coverage, equipment, required permits or approvals and financing. the occurrence of unusual
weather or operating conditions, lower than expected ore grades, water and geological problems, the failure of equipment or precesses
10 operate in accordance with specifications, failure to obtain finuncial assurance to meet closure and remediation obligations, lubor
relations, litigation and environmental risks, as well as political and economic risk associated with foreign operations. Results of
operations are directly affected by metals prices on commodity exchanges, which can be volatile.

Additional business information follows:
COPPER BUSINESS

Copper is the world’s third most widely used metal and an imponant component in the world’s infrastructure. Coppar has uniq e
chemical and physical properties, including high electrical conductivity and resistance to corrosion, us well as excellent malleability
and ductility that has made it a superior material for use in the electrical energy. telecommunications, building construction,
transportation and industrial machinery businesses. Copper is also an important metal in non-electrical applications such as plumbing
and roofing and, when alloyed with zinc 1o form brass, in many industrial and consumer applications,

Copper industry fundamentals, including copper demand, price levels and stocks, strengthened in late 20'03 and copper prices hive
continued to improve through 2007 from the 15-year price lows set during 2002.

6




BUSINESS REPORTING SEGMENTS:

Company management views Southern Copper as having three operating segments and manages on the basis of these segments. The
significant increase in the price of molybdenum in recent years has had an important impact on the Company’s earnings.
Nevertheless, the Company continues to manage its operations on the basis of the three copper segments.

The three segments identifted are groups of individual mines with similar economic characteristics, type of products, processes and
support facilities, similar regulatory environments, similar employee bargaining contracts, and similar currency risks. In addilion,
each mine within the individual group eams revenues from similar type of customers for their products and services and each group
incurs expenses independently, including commercial transactions between groups.

Intersegment sales are based on arms-length prices a1 the time of sale. These may not be reflective of actual prices reatized by the
Company due to various factors, incleding additional processing, timing of sules to outside customers and transportation cost. Added
to the segment information is information regarding the Company’s molybdenum sales. The segments identified by the Company are:

1. Peruvian operations, which includes the Toquepata and Cuajone mine complexes and the smelting and refining plants, industrial
railroad and port facilities which service both mines. Sales of its products are recorded as revenue of our Peruvian mines.

2. Mexican open pit operations, which includes La Caridad and Cananea mine complexes and the smelting and refining plants and
support facilities which service both mines. Sales of its products are recorded as revenue of our Mexican mines.

3. Mexican underground mining operations, which includes five underground mines that produce zinc, copper, silver and gold, a
coal mine, which produces coal and coke and several industrial processing facilities for zinc and copper. This group is identified
as the IMMSA unit and sales of its products are recorded as revenue of the IMMSA unit.

Each of our segments reports independently to the Chief Operating Officer. The Chief Operating Officer of the Company focuses on

operating income and on total assets as measures of performance to evaluate different segments and to make decisions to allocate

resources to the reported segments. These are common measures in the mining industry.

Segment information is inciuded under the captions “Overview-Metal production™ and “Ore reserves,” More information on business

segment and segment financial informartion is included in Note 20 of our Consolidated Combined Financial Statements.

CAPITAL EXPANSION PROGRAM

For a description of our Capital Expansion Program see “Management’s Discussion and Analysis of Finaneial Condition and Results

of Operations-Capital Expansion Program.”

EXPLORATION ACTIVITIES

We are engaged in ongeing extensive exploration to locate additional ore bodies in Peru, Mexico and Chile. We invested $40.2
million on exploration programs in 2007, $22.7 million in 2006 and $24.4 millicn in 2003, and have budgeted $26.1 million for 2008.
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Currently in Peru. we have direct control of 164,867 hectares of mineral rights. {n Mexico, we hold 293,137 hectares of exploration
concessions. We also hold 35,258 hectares of exploration concesstons in Chile.

Peru

Tia Maria. The Tia Maria project, which includes the Tia Maria and the La Tapada deposits, is located in the department of Arequipa
on the southern coast of Peru and is part of a copper porphyritic system.

We have completed feasibility studies in 2007 covering 36,232 meters of diamond drilling at Tia Maria and 73,085 meters at La
Tapada. Estimated mineralized resources in Tia Maria show 193 million tons of mineralized material with 0.302% copper content.
For La Tapada, the estimated mineralized resources show 445 million tons of raineralized material, with (.434% copper content. The
Company is conducting a bidding process for basic and detailed engineering as well as preparing to purchase major equipment and
select construction management. The Company expects to invest $65 million in this project during 2008. When compteted at the end
ot 2010, the new operating unit will produce 120,000 tons of copper cathodes per year.

Los Chancas. The Los Chancas project, located in the department of Apurimac in southem Peru, is a copper and melybdenum
porphyry deposit, The exploration program and the final phase of the metallurgical testing were completed-in early 2006. Pre-
feasibility studies were completed in 2007, Estimated mineralized resources identified after the preliminary design of the pit are 353
miltion tons of mineralized material with a 0.62% copper content, 0.05% molybdenum and 0.039 grams of gold per ton. We expect to
work on a teasibility study during 2008 which will include complementary studies and an additional dritling program in order to
define the ore reserves of the deposit.

Tantahuaiay. The Tantahuatay project is located in the department of Cajamarca in northern Peru. The exploration work is intended
1o evaluate the upper part of the deposit mainly for gold recovery. Work to date indicates 27.§ million tons of mineralized material.
with an average silver content of 13.0 grams per ton and 0.89 grams of gold per ton. We have a 44.25% share in this project. We
have started a feasibility study to evaluate the possibility of recovering gold mineral from the upper part of the deposit. ‘We continue
our efforts on dealing with social and environmental concerns of communities near the project.

Other Peruvian Prospects.

As part of the exploration program in 2007, we have drilled 14,352 meters in 1he southern regien of Peru. Our 2008 program includes
more intense copper exploration activities in the southern and northern parts of Penu, as well as gold exploration in Ayacucho, in the
central part of Peru,

Mexico

In addition to exploratory «rilling programs at existing mines, we are currently conducting exploration to locate mineral deposits at
various other sites in Mexico. The following are some of the more significant exploration projects:

El Arco. The E1 Arco site is located in the state of Baja California in Mexico. Preliminary investigations of the El Arco site indicate a
mineral deposit of 846 million toens of mineralized material with average copper grades of 0.51% and 0.14 grams of gold per ton, and
170 million tons of leach mineralized materials with average copper grades of 0.56%. [n 2007, we have continued in the process of
identifying water sources for a




leaching operation, and have finished four tests holes that indicate sufficient water potential for leaching operations.

Angangueo. The Angangueo site is located in the state of Michoacdn in Mexico. A mineral deposit of 13 million tons of mineralized
material has been identified with diamond drilling. Testing indicates that the mincral deposit contains mineralized material containing
0.16 grams of gold and 262 grams of silver pet ton, and is comprised of 0.79% lead, 0.97% copper and 3.5% zinc. During 2005. we
received the approval for our environmental impact study and we are in the process of obtaining land use approval. During 2007, we
have continued negotiating with the state of Micheacan to purchase various properties essential to the operation,

Buenavista. The Buenavista project site is located in the state of Sonora in Mexico, adjacent to the Cananca ore body. Drilling and
metallurgical studies have shown that the site contains 36 million tons of mineralized material containing 29 grams of silver, 0.69% of
copper and 3.3% of zinc per ton. A new “scoping level” study indicates thut Buenavista may be an economical deposit. During 2007,
2,100 meters were drilled to upgrade the mineral resource and to acquire material for metallurgical testing. Results confirm the
previous geologic interpretation of the mineralized areas.

Carbon Codfila. In Coahuila, an intensive exploration program of diamond drilling has idenuified two additional areas, Esperanza
with a potential for more than 30 million tons of “in place™ mineralized coal and Guayacan with a potential for 15 million tons of “in
place™ mineralized coal, that could be used for  luture coal-fired power plant. During 2007 along with 5,767 meters of drilling, 23
million tons of mineralized coul resources were identified at our Nueva Rosita No. 16 concession.

The Chalchihuites. The Chalchihuites project is located in the state of Zacatecas. It is a contact deposit with mixed oxides and
sulfides of lead, copper, zinc and silver. A drilling program. in the late nincties, defined 16 million tons of mineralized matertal
containing 95 grams of siiver, 0.36% lead, 0.69% copper and 3.08% zinc per ton. Preliminary metallurgical testing indicates a
leaching precipitating-flotation recovery process that can be applied to this ore. In 2007 we continued with the evaluation of the ore
body and we expect to conclude the metallurgical testing of the project during 2008.

Sierra de Lobos, This project is located southwest of the city of Leon, Guanajuato. Our target is a copper and zinc deposit with
grades between 0.5% and 1.0% copper and between 5% and 7% zinc including a small contribution of gold and silver. In 2007, 7,338

meters have been drilled. Results confirm the presence of copper and zinc mineralization, but an economic deposit has not yet been
identified.

Chile

In Chile we have control of 35.258 hectares of mining rights, and are currently developing different exploration programs.

El Salado. The El Salado prospect, located in the Atacama Region, is being explored for copper-gold. Through 2007, 24,798 meters
of diamond drilling were completed, 4,448 meters and 8,326 meters were drilled in 2007 and 2006, respectively. Likewise, in the

Sierra Aspera, a copper-geld prospect, located in the north of Chile, 1,128 meters of dismond drilling was performed.

Other Chilean Prospects. There are other prospects such as Esperanza (copper-molybdenumy). located in the Atacama region. During
2007, we completed 2,538 meters of diamond drilling. We are also continuing with the exploration of the Resguardo prospect
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{gold-copper) in the Tarapaca region and the Catanave prospect (gold-silver) in the Arica region.

PRINCIPAL PRODUCTS AND MARKETS

The principal uses of copper are in the building and construction industry, electrical and electronic products and, 10 a lesser extent,
industrial machinery and equipment, consumer products and the automotive and transpontation industries. Molybdenum is used to
toughen alloy steels and soften tungsten alloy and is also used in fertilizers, dyes, enamels and reagents. Silver is used for
photographic, electrical and electronic products and, to a lesser extent, brazing altoys and solder, jewelry, coinage, silverware and
catalysts. Zinc is primarily used as a coating on iron and steel to protect against corrosion. [t is also used to make die cast parts, in the
manufacturing of batteries and in the form of sheets for architectural purposes.

Our marketing strategy and annual sales planning emphasize developing and maintaining long-term customer relationships, and thus
acquiring annual or other long-term contracts for the sale of our products is a high priority. Approximately 90% of our metal
preduction for the years 2007, 2006 and 2005, were sold under annuat or longer-terin contracts. Sales prices are determined based on
prevailing commodity prices for the quotation period, generally being the menth of, the month prior to or the months following the
actual or contractual month of shipment or delivery, according to the terms of the contract.

We focus on the ultimate end-user customers as opposed to selling on the spot market or 1o trading companies. [n addition, we devote
significant marketing effort to diversifying our sales both by region and by customer base. We strive to provide superior customer
service, including just-in-time deliveries of our products. Our ability to consistently fulfill customer demand is supported by our
substantial production capacity.

For additional information on sales by segment, see “Management's Discussion and Analysis of Financial Condition and Results of
Operations — Segment Sates Information.”

METALS PRICES

Prices for our preducts are principally a function of suppty and demand and, except for melybdenum, are established on the
Commodities Exchange, or COMEX, in New York und the London Metal Exchange or LME, the two most important metal exchanges
in the world. Prices for our molybdenum products are established by reference to the publication Plat’s Metals Week. Our contract
prices also reflect any negotiated premiums and the costs of freight and other factors. From time to time, we have entered into
hedging transactions to provide partial protection against future decreases in the market price of metals and we may de so under
certain market conditions. We have entered into copper swaps and collar contracts in 2007, 2006 and 2005 and into zinc swap
contracts in 2006, At December 31, 2007 we did not have any copper or zinc swap contracts outstanding. See “Management's
Discussion and Analysis of Financial Condition and Results of Operations.” For a further discussion of prices for our products, please
see “Management’s Discussion and Analysis of Financial Condition and Results of Operations —Metal Prices.”

The 1able below shows the high, low and average COMEX and LME copper prices during the last 15 years:
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Capper {COMEX) Copper (L.ME)
Year High Low Average High Low Average
1993 1.07 0.72 0.85 1.02 0.74 . 087
1994 1.40 0.78 107 1.38 0.79 1.05
1995 1.46 1.21 1.35 1.40 1.20 1.33 |
. 1996 1.31 0.86 1.06 0.98 0.79 1.04
1997 1.23 0.76 1.04 1.23 077 103
1998 0.86 0.64 0.75 0.85 0.65 0.75
1995 (.85 .61 0.72 0.84 0.61 0.71
2000 0.93 0.74 0.84 0.91 0.73 0.82
2001 0.87 0.90 0.73 0.83 _ 0.60 0.72
2002 0.78 0.65 0.72 0.77 0.64 0.71
2003 1.04 0.71 0.81 1.05 Q.70 G.81
2004 1.54 1.06 1.29 1.49 1.03 1.30
2005 2.28 1.40 1.68 2,11 139 1.67
2006 4.08 213 3.09 399 206 3.05
2007 3.5 240 3.22 377 2.37 3.23

The per pound COMEX copper price during the last 5, 10 and 15 year periods averaged $2.02, $1.39 und $1.28, respectively. The per
pound LME copper price during the last 5, 10 and 15 year periods averaged $2.01, $1.38 and $1.27, respectively.

At February 22, 2008, the COMEX and LME copper prices were $3.79 and $3.77 per pound, respectively.

Molybdenum {Dealer
Oxide Platl's Metals
Zinc{LME} Silver (COMEX) Week)

Yenr High Low Average High Low Average High Low Average
1993 049~ 040 044 544 352 430 230 182~ 232
1994 0.52 042 0.45 5.78 4.57 5.28 17.00 2.68 4.59
1995 0.52 0.44 047 610 438 518 17.50 390 430
1996 048 045 047 58 467 518 550 290 378
[i997 0.80 0.47 0.60 6.31 4.16 4.87 490 3.52 7.90
1993 0.52 0.42 0.46 7126 4.61 5.53 4.60 2.00 341
[i999 0.56 0.41 0.49 576 487 5.22 290 2.48 2.65
2000 0.58 0.46 0.51 5.55 4.56 4.97 298 2,15 255
2001 0.48 0.33 040 481 403 436 265 2.15 236
2002 0.38 0.33 0.35 5.1 4.22 4.60 3.30 240 3.77
2003 0.46 0.34 038 598 4.35 4.89 7.80 315 532
2004 0.58 043 0.48 8.21 5.51 6.68 33.25 7.20 15.93
2005 _0.87 0.53 0.63 9.00 6.43 132 40.00 26,00 31.05
2(_)06 2.10 0.87 1.49 14.85 8.82 11.54 28.40 26.50 24.38
2007 £.93 1.0G 1.47 15.50 1147 13.39 3117 2939 2991

The per pound LME zinc price during the last 5, 10 and 15 year periods averaged $0.89, 30.67 and $0.61, respectively. The per ounce
COMEX silver price during the last 5, 10 and 15 year periods averaged $8.76, $6.85 and $6.22, respectively. The per pound Plan’s
Metals Week Dealer Oxide molybdenum price during the tast 5, 10 and 15 year periods averaged $21.32, $12.14 and $9.62,
respectively.

~ At February 22, 2008 the LME zinc price was $1,09 per pound, the COMEX silver price was $18.03 per ounce and the Platt’s Metals
Week Dealer Oxide molybdenum price was $33.25 per pound.
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COMPETITIVE CONDITIONS

Competition in the copper markel is principally on a price and service basis. with price being the most important consideration when
supplies of copper are ample. The Company’s products compete with other materials. including aluminum and plastics.

EMPLOYEES

As of December 31, 2007, we employed 12,134 persons, approximittely 72% of whom are covered by labor agreements with ten
different labor unions. During the last several years. we have experienced strikes or other labor disruptions that have had an adverse
impact on our operations and operating results. We cunnot assure you that in the future we will not experience strikes or other labor
related work stoppages that could have o material adverse effect on our financial condition and results of operations.

Peru
Approximately 68% of our Peruvian labor force was unionized at December 31, 2007, represented by eight separate unions.

Collective bargaining agreements with the Company’s Peruvian labor unions expired in early 2007. A number of strikes were
initiated by the Company’s labor unions, demanding wage increases and better benefits. [n addition, some of the unions went on
strike in support of national union strikes. These strikes were generally of a brief nature and the Company was able to continue
normal operations with the support of staff and administrative personnel and contractors. New collective bargaining agreements, for
periods ranging from three to six years, were signed by the end of the third guarter 2007 with all of the Company’s Peruvian unions.

Employees of the Toguepala and Cuajone units reside in town sites, where we have built 2,513 houses and apanments and 1,186
houses and apartments, respectively. In 1998. Company housing, at our llo unit, was sold 1o workers at neminal prices. We still hold
90 houses at Ilo for staff personnel. Housing, together with maintenance and wtility services. is provided at minimal cost 10 most of
our employees. Qur town site and housing complexes include schools, medical facilities, churches, social clubs, shopping, banking
and other services.

Mexico

Approximately 74% of our Mexican labor force was unionized at December 31, 2007, represented by two separate unions. Under
Mexican law, the terms of employment for unionized workers is set forth in collective bargaining agreements, Mexican companies
negoliate the salary provisions of collective bargaining agreements with the labor unions annually and negoetiate other benefits every
two years. We conduct negotiations separately at each mining complex and each processing plant,

Beginning July 2007, employees at our mines at Cananea. Taxco and San Martin went on strike. On Junuary 11, 2008 the Mexicin
federal labor court declared the Cananea strike illegal and ordered the workers to return to work within 24 hours. This ruling was
challenged before a federal judge who upheld the union’s case on February 14, 2008, The Company wilt appeal this unfavorable
ruling. The Company expects that it will take about three months (o return o full production at Cananea. 'The Company has put the
Taxco operations on standby due to the strike. Resuming operations at San Martin rerains dependant upon the result of litigatior.,

The 4,201 workers from eight of eleven mining units and plants of Minera Mexico voted on September 5. 2007 10 elect union
representation, from among the “Sindicato de
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Trabajadores Mineros Metalurgicos y Similares de ta Republica Mexicana™ (National Union of Workers Engaged in Mining,
Metallurgical and Similar Activities) and the “Sindicato Nacional de Trabajadores de la Exploracion, Explotacion y Beneficio de
Minas de la Republica Mexicana™ (National Union of Workers Engaged in Exploration, Exploitation and Mine Development
Activities} which belongs to the National Federation of Independent Unions with 332,000 members. By overwhelming majority, 97%
of the workers decided to change to the National Union of Workers Engaged in Exploration, Exploitation and Mine Development
Activities. On October 15, 2007 the Federal Labor Board for Conciliation and Arbitration decided in favor of the National Union of
Workers Engaged in Exploration, Exploitation and Mine Development Activities, a decision which was later challenged and is
pending before federal judges.

In 2006, there were a number of work stoppages a1 some of our Mexican operations. While some of these work stoppages were of a
short-term nature with little or no production loss. others have been more disruptive. A strike at the La Caridad copper mine in Sonora
began in the first quarter of 2006 and ended when the mine was returned to us on July 26, 2006. A strike at the San Martin
polymetallic complex in Zacatecas commenced in the first quarter of 2006 and ended in May 2006. Additionally, workers at the
Cananea copper mine went on strike on June 1, 2006 returning to work six weeks later on July 17, 2006, These work stoppages were
declared illegal by the Mexican authorities. On June 9, 2006, we announced the closing of the La Caridad mine as picketing workers
made it impossible to continue operations. As a result of these strikes, we declared “force majeure” on certain of our June and

July copper contracts. On July 14, 2006, with the approval of a labor court, we dismissed the La Caridad workers. Individual work
agreements, and the collective union contract, were terminated in compliance with the provisions of the ruling rendered by federal
labor authorities. On July 26, 2006, the La Caridad installations were returned to us and we commenced to hire workers to resume
operations,

On October 26, 2003, the workers at our La Caridad mining complex went on strike claiming that we still owed them profit sharing
from 2003. The strike was declared illegal and the workers returned to work two days later after the Company agreed to pay each
worker approximately $300.00. The total paid was $3.1 million.

Employees of the Mexcobre and Cananea Units reside in town sites at La Caridad and Cananea, where we have built approximately
2,000 houses and apartments and 275 houses and apartments, respectively. Employees of the IMMSA Unit principally reside on the
grounds of the mining or processing complexes in which they work and where we have built approximately 900 houses and
apartments. Housing, together with maintenance and utility services, is provided at minimal cost to most of cur employees. Our town
sites and housing complexcs include educational and. in some units, medical facilities. churches. soctal ¢lubs, shopping, banking and
other services. At the Cananea Unit, health care is provided free of charge to emplovees, retired unionized employees and their
families.

FUEL, ELECTRICITY AND WATER SUPPLIES

The principal raw materials used in our operations are fuels (including fuel oil to power boilers and generators, natural gas for
metallurgical processes at our Mexican operations and diesel fuel for mining equipment), electricity and water. We believe that
supplies of fuel, electricity and water are readily available. Although the prices of these raw materials may fluctuate beyond our
control, we focus our efforts to reduce these increased costs through cost and energy saving measures.

Peru

In Peru, electric power for our operating facilities is generated by two thermal electric plants owned and operated by Energia del Sur,
S.A, ("Enersur™), a diesel and
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waste heat boilers plant located adjacent to the Ho smelter and a coal plant located south of llo, Power generation capacity for
Peruvian operations is currently 344 megawatts. In addition, we have nine megawatts of power generation capacity from two small
hydro-generating installations at Cuajone. Power is distributed over a 224-kilometer closed loop transmission circuit. We obtain fuel
in Peru principally from Repsol Comercial 8.A.C., a loeal producer, which forms pan of Grupo Repsol YPF of Spain.

In 1997, we sold our llo power plant to Enersur and entered into a twenty year power purchase agreement. We and Enersur also
entered into an agreement for the sharing of certain services between the power plant and our smelter at llo. These arrangements were
amended in 2003, releasing Enersur from its obligations to construct additional capacity to meet cur increased electricity
requirements. We believe we can satisfy the need for increased electricity requirements for cur Peru operations from other sources,
including local power providers.

In Peru, we have water concessions for up to 1,950 liters per second for well fields at Huaitire, Vizcachas and Titijones and surface
water rights from the Suches lake and two small water courses, namely Quebrada Honda and Quebrada Tacalaya, which together ave
sufficient to supply the needs of our two operating units at Toquepala und Caujone. At Ilo, we have desalinization plants that produce
water for industrial and domestic use that we believe are sufficient for our current and projected needs.

Mexico

In Mexico, fuel is purchased directly or indirectly from Petroleos Mexicanos, ("PEMEX"), the state oil monopoly. Electricity for our
Mexican operations, which is used as the main energy source at our mining complexes, is either purchased from the Comision Fedpral
de Electricidad (the Federal Electricity Commission, or CFE}, the state’s elecirical power producer, or steam-generated at Mexcobre’s
smelter by recovering energy from waste heat boilers. Accordingly, a significant portion of cur operating costs in Mexico are
dependent upon the pricing policies of PEMEX and CFE, which reflect government policy as well as international market prices for
crude oil, nawral gas and conditions in the refinery markets. Mexcobre imports natural gas from the U.S. through its pipeline
{between Douglas, Arizona and Nacozari, Sonora); this permits us to import nawral gas from the United States at market prices ant!
thereby reduce operating costs. A contract with PEMEX provides us with the option of using a fixed price for a portion of our nattral
gas purchases.

In 2007 and 2006, we entered into gas swap contracts (o protect part of our gas consumption in bath periods. In 2007 we entered into
a gas swap contract for 0.9 million MMBTUs with a fixed price of $7.525 per MMBTU. [n 2006 we entered into a gas swap contract
for 3.7 million MMBTUs with a fixed price of $4.2668 per MMBTU. Related 10 these contracts we recorded a loss of $0.9 million
and a gain of $6.3 million in 2007 and 2006, respectively, which were included in the production cost.

In December 2005 we announced our plans for a 450 megawatt power generation plant in Mexico to supply our own facilities. Dusing
2007 we reformulated this project to increase the plant capacity to 600 megawatt. Additionally, it is our intention to build this facility
in the state of Sonora, Mexico. We anticipate that the project will be built and managed by an independent power company and our
obligation will be the supply of coal and an agreement to use the power output. We expect this plant will give us the ability to better
control the cost of our energy requirements. The project is also expected to create nearly 350 permanent jobs and 3,000 jobs during the
construction stage. It is anticipated that the project will be completed in 2011 and that it will exceed Mexican and international
environmental standards. We have begun a feasibility study for this plant which is expected to be finished by the end of 2008.
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In Mexico, water is a national property and industries net connected 1o a public services water supply must obtain a water concession
from Comision Nacional del Agua (the “National Water Commission”, or “CNA"). Water usage fees are established in the Ley
Federal de Derechos (the Federal Law on Water Rights), which distinguishes several availability zones with different fees per unit of
volume according to each zone. All of our operations have one or several water concessions and, with the exception of Mexicana de
Cobre, pump out the required water from one or several wells. Mexicana de Cobre pumps water from the La Angostura dam, which is
clase to the mine and plants. At our Cananea facility, we maintain cur own wells and pay the CNA for water measured by usage.
Water conservation committees have been established in each plant in order to conserve and recycle water. Water usage fees are
updated on a yearly basis and have been increasing in recent years.

In December 2006, the Federal Water Rights Law was modified effective January 1, 2007. As a result the mining industry now pays
for water at 100% of the established water rate instead of the 25% previously paid. This increased water cost by approximately $15.6
million in 2007.

ENVIRONMENTAL MATTERS

For a discussion of environmental matters reference is made to the information contained under the caption “Environmental matters”
in “Note 14 Commitments and Contingencies” of the Consolidated Combined Financial Statements.

MINING RIGHTS AND CONCESSIONS

Peru

We have 238,183 hectares in concessions from the Peruvian government for our expleration, exploitation, extraction and/or
production operations, distributed among our various sites as follows:

Toguepala Cuajone o Other Total
Lo 3 (hectares) i
Plants 300 456 421 — L177
Operations . 46,128 18.955 7,056 — 72,139
Exploration i — — s 164.867 164.867
Total 46,428 19.411 7477 164,867 238.183

We believe that our Peruvian concessions are in full force and effect under applicable Peruvian laws and that we are in compliance
with all material terms and requirements applicable to these concessions. The concessions have indefinite terms, subject to our
payment of congession fees of up to $3.00 per hectare annually for the mining concessions and a fee based on nominal capacity for the
processing concessions. Fees paid during 2007, 2006 and 2005 were approximately $1.4 mitlion, $0.8 million and $0.8 million,
respectively. We have two types of mining concessions in Peru: metallic and non-metallic concessions, We also have water
concessions for well fields at Huaitire, Titijones and Vizcachas and surface water rights from the Suches Lake, which together are
sufficient to supply the needs of our Toquepala and Cuajone operating units.

In June 2004, the Peruvian Congress enacted legislation imposing a royalty charge to be paid by mining companies in faver of the
regional governments and communities where mining resources are located. Under this law, we are subject to a 1% to 3% charge,
based on sales, applicable to the value of the concentrates produced in our Toquepala and Cuajone mines. We made provisions of
$62.8 million, $67.2 million and $40.3 million in 2007, 2006 and 2003, respectively, for this charge. These provisions are included in
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cost of sales (exclusive of depreciation, amontization and depletion) on the consolidated combined statement of earnings.
Mexico

In Mexico we have approximately 483,988 hectares in concessions from the Mexican Government for our exploration and exploitation
activities as outlined in the table below,

Undergroand
Mines Lo Coridad Cananca Projects Total
(hectares) e
Mine concessions 86.386 117,164 14,144 266,294 483,9;}8

We believe that our Mexican concessions are in full force and effect under applicable Mexican laws and that we are in compliance
with all material terms and requirements applicable to these concessions, Under Mexican law, mineral resources belong to the
Mexican nation and a concession from the Mexican federal government is required to explore or mine mineral reserves. Mining
concessions huve a 30-year term that can be renewed for another 50 years. Helding fees for mining concessions can be from $0.4
$8.8 per hectare depending on the expedition dates of mining concession. Fees paid during 2067, 2006 and 2005 were approximately
$2.2 million, $2.1 miilion and $2.1 million, respectively. In addition, all of our operating units in Mexico have water concessions that
are in futl force and effect. We generally own the land to which our Mexican concessions relate, although ownership is not required in
order to explore or mine a concession. We also own all of the processing facilities of our Mexican operations and the land on which
they are constructed.

REPUBLIC OF PERU AND MEXICO

QOur revenues are derived principally from our operations in Peru and Mexico. Risks attendant to the Company’s operations in both
countries include our operations in those countries associated with economic and political conditions, effects of currency fluctuations
and inflation, effects of government regulations and the geographic concentration of the Company's operations.

AVAILABLE INFORMATION

We file annual, quarterly and curreat reports. proxy statements and other information with the U.S. Securities and Exchange
Commission ("SEC™). You may read and copy any decument we file at the SEC's Public Reference Room at 100 F Street,
Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for information on the Public Reference Room. The SEC
maintains a web-site that contains annual, quarterly and current reports, proxy statements and other information that issuers (including
Southern Copper Cerporation) file electronically with the SEC. The SEC’s web-site is www.sec.gov.

Our Internet address is www.southerncoppercorp.comt. Commencing with the Form 8-K dated March 14, 2003, we have made
available free of charge on this internet address our annual, quarterly and current reports, as soon as reasonably practical after we
electronically file such material with. or furnish it to. the SEC. Our web page includes the Corporate Governance guidelines and the
charters of its most important Board Commitices. However, the information found on our website is not part of this or any other

report.
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Item 1A. Risk factors

Every investor or potential investor in Southern Copper Corporation should carefully consider the following risk factors.
General Risks Relating to Our Business

Qur financial performance is highly dependent on the pn'cé of copper and the other metals we produce.

Qur financial performance is significantly affected by the market prices of the metals that we produce, particularly the market prices
of copper, melybdenum, zinc and silver. Historically, prices of the metals we produce have been subject to wide fluctuations and are
affected by numerous factors beyond our control, including international economic and political conditions, levels of supply and
demand, the availability and costs of substitutes, inventory levels maintained by users, actions of participants in the commeodities
markets and currency exchange rates. In addition, the market prices of copper and certain other metals have on occasion been subject
to rapid short-term changes.

During the last 15-year period the yearly average price of copper per pound on the COMEX ranged from a low of $0.72 in 2002 to a
high of $3.22 in 2007. The LME copper prices during this period, while slightly different, closely paralleled the COMEX prices.
Molybdenum, zinc and silver during the same 15-year period showed average highs and lows as follows: molybdenum $4.32 per
pound, low in 1993 and $31.05 per pound, high in 2005; zinc $0.35 per pound, low in 2002 and $1.49 per pound, high in 2006: and
silver $4.30 per ounce, low in 1993 and $13.39 per ounce high in 2007. Also please see discussion in ltem |, Business, Metal prices.

We cannot predict whether metals prices will rise or fall in the future. A decline in metals prices and, in particular. copper or
molybdenum prices, could have an adverse impact on our results of operations and financial condition, and we might, in very adverse
market conditions, consider curtailing or modifying certain of our mining and processing operations.

Changes in the level of demand for our products could adversely affect our product sales.

Our revenue is dependent on the level of industrial and consumer demand for the concentrates and refined and semi-refined metal
products we sell. Changes in technology, industrial processes and consumer habits may affect the level of that demand to the extent
that changes increase or decrease the need for our metal products. A change in demand, including any change resulting from
economic slow-downs or, recessions, could impact our results of operations and financial condition.

Our actual reserves may not conform to our current estimates of our ore deposits and we depend on our ability to replenish ore
reserves for our long-term viability,

There is a degree of uncertainty attributable 1o the calculation of reserves. Until reserves are acteally mined and processed. the
quantity of ore and grades must be considered as estimates only. The proven and probable ore reserves data included in this report are
estimates prepared by us based on evaluation methods generally used in the mining industry. [n December 2006, as a result of an
intensive drilling program followed by a review by independent mining consultants, we announced an increase in ore reserves at our
Peruvian copper mines. We may be required in the future to revise our reserves estimates based on our acwal production. We cannot
assure you that our
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actual reserves conform to geological, metallurgical or other expectations or that the estimated volume and grade of ore will be
recovered. Market prices, increased production costs, reduced recovery rates, short-term operating factors, royalty taxes and other
factors may render proven and probable reserves uneconomic (o exploit and may result in revisions of reserves data from time to

time. Reserves data are not indicative of future results of operations. Our reserves are depleted as we mine. We depend on our ability
to replenish our ore reserves for our long-term viability. We use several strategies to replenish and increase our ore reserves,
including exploration and investment in properties located near our existing mine sites and investing in technology that could extend
the life of a mine by allowing us to cost-effectively process ore types that were previously considered uneconomic. Acguisitions may
also contribute to increased ore reserves and we review potential acquisition apportunities on a regular basis.

Our business requires levels of capital expenditures which we may not be able to maintain.

Our business is capital intensive. Specifically, the exploration and exploitation of copper and other metal reserves, mining, smelting
and refining costs, the maintenance of machinery and equipment and compliance with laws and regulations require capital
expenditures. We must continue to invest capital to maintain or to increase the amount of copper reserves that we exploit and the
amount of copper and other metals we produce. We cannot assure you that we wili be able (o maintain our production levels to
generate sufficient cash, or that we have access to sufficient financing to continue our exploration, exploitation and refining activitics
at or above present levels.

.
Restrictive covenants in the agreements governing our indebtedness and the indebtedness of our Minera Mexico subsidiary may
restrict our ability fo pursue our business strategies.

Qur financing instruments and those of our Minera Mexico subsidiary include financial and other restrictive covenants that, among
other things, limit our and Minera Mexico’s abilities to incur additional debt and sell assets. If either we or our Minera Mexico
subsidiary do not comply with these obligations, we could be in default under the applicable agreements which, if not addressed or
waived, could require repayment of the indebtedness immediately, Our Minera Mexico subsidiary is further limited by the terms of its
outstanding notes, which also restrict the Company’s applicable incurrence of debt and liens. In addition, future credit facilities may
contain himitations on our incurrence of additional debt and liens and en our ability to dispese of assets.

Applicable law restricts the payment of dividends from our Minera Mexico subsidiary to us.

Minera Mexico is 2 Mexican company and, as such, may pay dividends only out of net income that has been approved by the
shareholders. Shareholders must also approve the actual dividend payment, afier mandatory legal reserves have been created and
losses for prior fiscal years have been satisfied. As a result, these legal constraints may limit the ability of our Minera Mexico
subsidiary to pay dividends to us, which in turn. may have an impact on our ability 1o service debt.

Qur operations are subject to risks, some of which are not insurable.

The business of mining, smelting and refining copper, zinc and other metals is subject to a number of risks and hazards, including
industrial accidents, labor disputes. unusual or unexpected geological conditions, changes in the regulatory environment,

environmental hazards and weather and other natural phenomena, such as earthquakes.
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Such occurrences could result in damage (o, or destruction of, mining operations resulting in monetary losses and possible legal
liability. 1n particular, surface and underground mining and related processing activities present inherent risks of injury to personnel
and damage to equipment. We maintain insurance against many of these and other risks, which may not provide adequate coverage in
certain circumstances, Insurance against certain risks, including cenain liabilities for environmental damage or hazards as a result of
exploration and production, is not generally available to us or other companies within the mining industry. Nevertheless recent
environmental legal initiatives have considered future regulations regarding environmental damage insurance. In case such
regulations come into force, we will have to analyze the need 10 obtain such insurance. We do not have, and do not intend to obtain,
potitical risk insurance. These or other uninsured events may adversely affect our financial condition and results of operations.

The loss of one of our large customers could have a negative impact on our results of eperations.

The loss of one or more of our significant customers could adversely affect our financial condition and results of operations. In 2007,
2006 and 2005, our largest customer accounted for approximately 12.4%, 10.1% and 11.7%, respectively, of our sales. Additionally,
our five largest customers in each of 2007, 2006 and 2005 collectively accounted for approximately 39.6%, 33.7% and 40.8%,
respectively, of our siles.

Deliveries under our copper sales agreements can be suspended or cancelled by our customers in certain cases,

Under each of our copper sales agreements, we or our customers may suspend or cancel delivery of copper during a period of force
majeure. Events of torce majeure under these agreements include acts of nature, labor sirikes, fires, floods, wars, transportation
delays, government actions or other events that are beyond the control of the panties. Any suspension or cancellation by our customers
of deliveries under our copper or other sales contracts that are not replaced by deliveries under new contracts or sales on the spot
market would reduce our cash flow and could adversely affect our financial condition and results of operations.

The copper mining indusiry is highly competitive.

We face competition from other copper mining and producing companies around the world. We cannot assure you that competition
from lower cost producers will not adversely affect us in the future.

In addition, mines have limited lives and, as a result, we must periodically seck 1o replace and expand our reserves by acquiring new
properties. Significant competition exists to acquire properties producing or capable of producing copper and other metals.

The mining industry has experienced significant consolidation in recent years, including consolidation among some of our main
competitors, as a result of which an increased percemtage of copper production is from companies that also produce other products and
may, consequently, be more diversified than we are. We cannot assure you that the result of current or further consolidation in the
industry will not adversely affect us.

Potential changes to international trade agreements, trade concessions er other political and economic arrangements may benefit
copper producers operating in
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countries other than Peru and Mexico, where our mining operations are cuzrently located. We cannot assure you that we will be able
to compete on the basis of price or other factors with companies that in the future may benefit from favorable trading or other
an'nngemems.

Increases in energy costs, accounting policy changes and other matters may adversely affect our results of operations.

We require substantial amounts of fuel oil. electricity and other resources lor our operations. Fuel, gas and power costs constituie
approximately 40% of our total 2007 production cost. We rely upon third parties {or our supply of the energy resources consumed in
our operations. The prices for and availability of energy resources may be subject 10 change or curtailment, respectively, due to,
among other things, new laws or regulations, imposition of new taxes or tariffs, interruptions in production by suppliers, worldvride
price tevels and market conditions. For example, during the 1970s and 1980s, our ability to import fuel oil was restricted by Pe;uvian
government poticies that required us to purchase fuel oil demestically from a government-owned oil producer at prices substanually
abave those prevailing on the world market, In addition. in recent years the price of oil has risen dramatically due to a variety of’
factors, Disruptions in supply or increases in costs of energy resources could have a material adverse effect on our financial condition
and results of operations.

We believe our results of operations can, from time to time, be affected by accounting policy changes, such as the 2005 Emerging
Issues Task Force, or EITF 04-06, consensus, which required us to include stripping costs incurred during the production phase of a
mine in the cost of the inventory produced (extracted) during the period that the stripping costs are incurred.

A 2005 Mexican Supreme Court decision reduced our results by requiring increased workers’ profit sharing payments by Minera
Mexico's subsidiaries. In May 2005, the court rendered a decision that changed the method of computing the amount of statutory
workers' profit-sharing required to be paid by certain Mexican companies, including Minera Mexico. The court’s ruling in effet
prohibited applying net operating loss carryforwards in computing the income used as the base for determining the workers” prefit
sharing amounts, as further described under “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources——Other Liquidity Considerations.”

Additionally, we expect our future results will continue to be affected by the Peruvian mining royalty charge, which has reduced our
carnings since 2004, as further described under Business—Mining Rights and Concessions—Peru,

Our results and financial condition are affected by global and local market conditions.

We are subject 1o the risks arising from adverse changes in domestic and global economic and political conditions. For example, the
direction and relative strength of the U.S. economy has recently been increasingly uncertain due to sofiness in the housing marksts,
the subprime mortgage and credit market turmoil, rising oil prices, difficulies in the financial services sector, and continuing
geopolitical uncertainties. Copper purchases from China have significantly contributed to the increased price of copper in recem years.
Some observers have expressed concern regarding China’s long term political and economic prospects. If economic growth in the
United States and other major consuming countries’ economies is slowed, many customers may delay or reduce purchases of our
products or similiar commodities. This could result in reductions in sales of or prices for cur products, longer sales cycles. difficulty in
collecting sales proceeds, slower spending on capital projects or postponement of the projects, and increased price competition, The
U.S.-led economic slowdown and uncertainty about the financial markets may prompt banks to limit lending, which may have an
adverse effect on cur liguidity and on eur ability to carry cut our unnounced capital investment programs. We cannot
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provide any assurance that any of these events will not have a material adverse effect on market conditions, prices of our securities,
our ability to obtain financing, and our results of operations and financial condition.

We may be adversely affected by labor disputes.

In the last several years we have experienced a number of strikes or other labor disruptions that have had an adverse impact on our
operations and operating results. See “Business—Employees.” We could experience labor disputes, work stoppages or other
disruptions in production that could adversely affect us. As of December 31, 2007, unions represented approximately 72% of our
workforce.

Beginning July 2007, our Mexican mines of Cananea, Taxco and San Martin went on strike. Siace January 11, 2008 the Cananea
mine is open and is preparing to gradually resume normal operations in the near future. The mine was reopened based on a ruling by
the labor authorities who declared the strike illegal for the second consecutive time, While the Cananea unton later obtained an
injunction from a federal judge preventing the Company from firing workers that do not return to work immediately, the same judge
did explicitly safegoard the rights of any worker that wishes to return to work at the mine and the right of the Company to conduct
operations in the ordinary course of business.

During 2006, there were a number of work stoppages at some of our Mexican operations. While some of these work stoppages were
of a short-term nature with little or no production loss, others have been more disruptive. A strike at the La Caridad copper mine in
Sonora began in the first quarter of 2006 and ended in July 2006. As a result of these strikes, we were forced to declare “force
majeure” on certain of our June and July copper contracts. In 2006, we also experienced strikes at our Cananea and San Martin mines.

Collective bargaining agreements with the Company’s Peruvian labor unions expired in 2007. A number of strikes were injtiated by
the Company’s labor unions, demanding wage increases and better benefis. In addition, some of the unions went on strike in support
of national union strikes. These strikes were generally of a brief nature and the Company was able to conlinue normal operations with
the support of staff, administrative personne! and contractors. New collective bargaining agreements. for periods ranging {rom three
10 six years were signed with all of the Company's untons.

Environmeantal, health and safety laws and other regulations may increase our costs of doing business, restrict our operations or
result in operational delays.

Our exploration, mining, milling, smelting and refining activities are subject 1o a number of Peruvian and Mexican laws and
regulations, including environmental laws and regulations, as well as certain indusiry technical standards. Additional matters subject
to regulation include, but are not limited 10, concession fees, transportation, production, water use and discharge, power use and
generation, use and storage of explosives, surface rights, housing and other facilities for workers, reclamation, taxation, labor
standards, mine safety and occupational heaith.

Environmental regulations in Peru and Mexico have become increasingly stringent over the last decade and we have been required to
dedicate more time and money o compliance and remediation activities. Furthermere, Mexican authorities have become more
rigerous and strict in enforcing Mexican environmental laws. We expect additional laws and regulations will be enacted over time
with respect to environmental matters. Recently, Peruvian environmental laws have been enacted imposing closure and remediation
obligations on the mining industry. Moreover, our Mexican operations are also subject to the environmental agreement entered into
by
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Mexico, the United States and Canada in connection with the North American Free Trade Agreement. We believe our operations :are
in compliance with all environmental laws and regulations within the areas we operate. .

The development of more stringent environmental protection programs in Peru and Mexico and in relevant trade agreements coulk!
impose constraints and additional costs on cur eperations and require us to make significant capital expenditures in the future. Weo
cannot assure you that futore legislative, regulatory or trade developments will not have an adverse effect on our business, properties,
results of operations, financtal condition or prospects.

Our metals exploration efforts are highly speculative in nature and may be unsuccessful,

Metals exploration is highly speculative in nature, involves many risks and is frequently unsuccessful. Once mineralization is
discovered, it may take a number of years from the initial phases of drilling before production is possible, during which time the
econamic feasibility of production may change. Substantial expenditures are required to establish proven and probable ore reservas
through drilling, to determine metalturgical processes to extract the metals from the ore and, in the case of new properties, to construct
mining and processing facilities. We cannot assure you that our exploration programs will resuit in the expansion or replacement of
current production with new proven and probable ore reserves.

Development projects have no operating history upon which 1o base estimates of proven and probable ore reserves and estimates of
future cash operating costs. Estimates are, to a large extent, based upon the interpretation of geological data obtained from drill holes
and other sampling techniques, and feasibility studies that derive estimates of cash operating costs based upon anticipated tonnage and
grades of ore to be mined and processed. the configuration of the ore body, expected recovery rates of the mineral from the ore,
comparable facility and equipment operating costs, anticipated climatic conditions and other factors. As a result, actual cash operuting
costs and economic returns based upon development of proven and probable ore reserves may differ significantly from those
originally estimated. Moreover, significant decreases in actual or expected prices may mean reserves, once found, will be
uneconomical to produce.

Our profits may be negatively affected by currency exchange rate fluctuations.

The U.S. dollar is our functional currency and our revenues are primarily denominated in U.S. dollars. However, portions of our
operating costs are denominated in Peruvian nuevos soles and Mexican pesos. Accordingly, when inflation in Peru or Mexico
increases without a corresponding devaluation of the nuevo sol or the Mexicun peso, our finaneial position, results of operations and
cash flows could be adversely affected. To manage the volatility related to the risk of currency rate fluctuations, we may enter int
forwurd exchange contracts. We cannot assure you, however, that currency fluctuations will not have an impact on cur financial
condition and results of operations.

Our assets., earnings and cash flows are influenced by various currencies due to the geographic diversity of our sales and the countries
in which we operate. As some of our costs are incurred in currencies other than our functional currency, the U.S. dollar, fluctuaticns
in currency exchange rates may have a significant impact on our financial results. These costs principally include electricity, labor,
maintenance, local contractors and fuel. For the year ended December 31, 2007, a substantial portion of our costs were denominaled
in a currency other than U.S. dollar. Operating costs are influenced by the currencies of the countries where our mines and proces;ing
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plants are located and also by those currencies in which the costs of equipment and services are determined. The Peruvian nuevo sol,
the Mexican peso and the U.S. dollar are the most important currencies influencing our costs.

Further, in the past there has been a strong correlation between copper prices and the exchange rate of the U.S. dollar. A
strengthening of the U.S. dollar may therefore be accompanied by lower copper prices, which would negatively affect our financial
condition and results of operations.

We may be adversely affected by challenges relating 1o slope srabi'lity.

Our open-pit mines get deeper as we mine them, presenting certain geotechnical challenges including the possibility of slope failure.
If we are required to decrease pit slope angles or provide additional road access to prevent such a failure, our stated reserves could be
negatively affected. Further, hydrological conditions relating to pit slopes, renewal of material displaced by slope failures and
increased stripping requirements could aiso negatively affect our stated reserves. We have taken actions in order to maintain slope
stability, but we cannot assure you that we will not have to take additional action in the future or that our actions taken to date will be
sufficient. Unexpected fatlure or additional requirements to prevent slope failure may negatively affect our results of operations and
financial condition, as well as have the effect of diminishing our stated ore reserves,

Litigation involving Asarce may adversely affect us.

Qur direct and indirect parent corporations, including AMC and Grupo Mexico, have from time to time been named parties in various
litigations involving Asarco LLC (“Asarco™. In August 2002 the U.S. Department of Justice brought a claim alleging fraudulent
conveyance in connection with AMC’s then-proposed purchase of SCC from Asarco. That action was settled pursuant to a Consent
Decree dated February 2, 2003. In March 2003, AMC purchased its interest in SCC from a subsidiary of Asarco. In October 2004,
AMC, Grupo Mexico, Mexicana de Cobre and other panties, not including SCC, were named in a lawsuit filed in New York State
court in connection with alleged asbestos liabilities, which lawsuit claims, among other matters. that AMC’s purchase of SCC from
Asarco should be voided as a fravdulent conveyance. The lawsuit filed in New York State court was stayed as a result of the

August 2005 Chapter 11 bankruptey filing by Asarco, as described below. However, on November 16, 2007, this lawsuit, after being
removed to Federal Court, was transferred (o the United States District Court for the Sourthern District of Texas in Brownsville,
Texas, for resclution in conjunction with a new lawsuit filed by Asarco, the detwor in possession, as described below. On February 2,
2007 a complaint was filed by Asarco, the debtor in possession, alleging many of the matters previously claimed in the New York
State lawsuit, including that AMC's purchase of SCC from Asarco should be voided as a fraudulent conveyance. In late December
2004 and early January 2005, three purported class action derivative lawsuits were filed in the Delaware Court of Chancery (New
Castle County) relating to the merger transaction between SCC and Minera Mexico. On January 31, 2003, the three actions were
consolidated. The censolidated complaint alleges, among other things, that the merger was the result of breaches of fiduciary duties by
SCC’s directors and was not entirely fair to SCC and its minority stockholders. The case is currently in the early stages of discovery.
The defendants believe that the lawsuit is without merit and are vigorously defending the action. While Grupo Mexico and its
afftliates believe that these claims are without merit, we cannot assure you that these or futere claims, if successful, will not have an
adverse effect on the Company’s parent corporation or the Company. Any increase in the financtal obligations of the Company's
parent corporation, as a result of matters related to Asarco or otherwise could, among other effects, result in the Company's parcnt
corporation attempting to obtain increased dividends or other funding from the Company. In 2005, certain subsidiaries of Asarco filed
bankruptcy petitions in connection with alleged asbestos liabilities. In July 2003, the unionized workers of Asarco commenced a work
stoppage. As a result of various factors, including the above-mentioned work stoppage, in August 2005 Asarco filed a voluntary
petition for relief under Chapter |1 of the U.S. Bankruptcy Code before the U.S. Bankruptcy Court in Corpus Christi, Texas, Asarco’s
bankruptcy case is being joined with the bankruptcy cases of its subsidiaries. Asarco’s bankruptcy could result in additional claims
being filed against Grupo Mexico and its subsidiaries, including SCC, Minera Mexico or its subsidiaries.
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We are controlled by Grupo Mexico, which exercises significant influence over our affairs and policies and whose interests may be
different from yours.

Grupo Mexico owns indirectly approximately 755 of our capital stock. Certain of our and Minera Mexicos offtcérs and director: are
also officers of Grupo Mexico. We cannat assure you that the interests of Grupo Mexico will not conflict with ours.

Grupo Mexico has the ability to determine the outcome of substantially all matters submitted for a vote to our stockholders and thus
exercises control over our business policies and affairs, including the following:

e the composition of our board of directors and. as a result, any determinations of our board with respect o our business direction
and policy, including the appointment and removal of our officers;

determinations with respect to mergers and other business combinations, including those that may result in a change of control;
whether dividends are paid or other distributions are made and the amount of any dividends or other distributions;

sales and dispositions of our assets; and

the amount of debt financing that we incur.

In addition, we and Minera Mexico have in the past engaged in, and expect to coatinue to engage in. transactions with Grupo Mexico
and its other affiliates which are related party transactions and may present conflicts of interest. For additional information regarding
the share ownership of. and our relationships with, Grupo Mexico and its affiliates, see “Related Party Transactions.™

We may pay a significant amount of our net income as cash dividends on our common stock in the future,

We have distributed a significant amount of our net income as dividends since 1996. Our dividend practice is subject to change at the
discretion of our Board of Directors at any time. The amount that we pay in dividends is subject to a number of factors, including cur
results of operations, financia! condition, cash requirements, tax considerations, future prospects. legal restrictions, contractual
restrictions in credit agreements, limitations imposed by the government of Peru, Mexico or other countries where we have signifizant
operations and other factors that our board of directors may deem relevant. We anticipate paying a significant amount of our net
income as cash dividends on our comimon stock in the foreseeable future. Such payments would reduce cash available to meet our
debt service obligations.

Risks Associated with Doing Business in Peru and Mexico
There is uncertainty as to the termination and renewal of our mining concessions.

Under the laws of Peru and Mexico, mineral resources beleng to the state and government concessions are required in both countries
to explore for or exploit mineral reserves. In Peru, our mineral rights derive from concessions from the Peruvian Ministry of Enerzy
and Mines for our exploration, exploitation, extraction and/or preduction operations. In Mexico, our mineral rights derive from
concessions granted. on a discretionary basis, by the Secretaria de Economia (Ministry of Economy), pursuant to the Ley Minera (the
Mining Law) and regulations thereunder.

Mining concessions in both Peru and Mexico may be terminated if the obligations of the concessicnaire are not satisfied. In Peru, we
are obligated to pay certain fees for our mining concession. In Mexico, we are obligated, among other things, to explore or exploi. the
relevant concession. to pay any relevant fees. to comply with all environmental and safety standards. to provide information to the
Minisiry of Economy
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and to allow inspections by the Ministry of Economy. Any termination or unfavorable modification of the erms of one or more of our
concessions, or failure 1o obtain renewals of such concessions subject to renewal or extensions, could have a material adverse cffect on
our financial condition and prospects.

Peravian economic and political conditions may have an adverse impact on onr business.

A significant part of our operations are conducted in Peru. Accordingly. our business. financial condition or results of operations
could be affected by changes in economic or other policies of the Peruvian government or other political, regulatory or economic
developments in Peru. During the past several decades, Peru has had a history of political instability that has included military coups
and a succession of regimes with differing policies and programs. Puast governments have frequently intervened in the nation’s
economty and social structure. Among other actions, past governments have imposed controls on prices. exchange rates and local and
foreign investment as well as limitations on imports, have restricted the ability of companies to dismiss employees. have expropriated
private sector assets (including mining companies) and have prohibited the remittance of profits to foreign investors.

From 1985 through 1990, guvernment policies restricted our ability, among other things, to repatriate funds and import products from
abroad. In addition, currency exchange rates were strictly controlled and zll exports sales were reguired to be deposited in Peru's
Banco Centrai de Reserva, where they were exchanged from U.S. dollars 10 the Peruvian currency at less-than-favorable rates of
exchange. These policies generally had an adverse effect on our results of operations. Conirols on repatriation of funds kmited the
ability of our stockholders to receive dividends outside of Peru but did not limit the ability of our stockholders to receive distributions
of earnings in Peru,

On April 9, 2006, Peruvian citizens participated in the election for president, congress and representatives to the Andean Parliament,
to be appointed for the five-year period commencing July 28, 2006. 24 political parties panicipated in this election process. As none
of the presidential candidates received more than 50 percent of the votes, on June 4, 2006 a run-of election between the top Lwo vole
getters was held. On June 16, 2006 the National Office of Electoral Processes proclaimed Mr, Alan Gurcia president-elect, thereby
bringing the electoral process to an end. Mr. Garcia assumed office on July 28, 2006. Mr. Garcia, a member of the APRA party, was
president of Peru from 1985 to 1990. At the inauguration an appeal was made (o the mining industry for a voluntary contribution for
regional development. In December 2006, the Company signed an agreement with the Peruvian government to make a contribution
for this purpese.

There is a risk of terrorism in Peru relating (o Sendero Luminoso and the Movimiento Revolucionario Tupac Amaru, which were
particularly active in the 1980s and early 1990s. We cannol guarantee that acts by these or other terrorist organizations will not
adversely affcct our operations in the future.

Because we have significant operations in Peru, we cannot provide any assurance that political developments in Peru, will not have a
material adverse effect on market conditions. prices of our securities, our ability to obtain financing. and our resuits of operations and
financial condition.

Mexican economic and political conditions may have an adverse impact on our business.

A significant part of our operations are based in Mexico. In the past, Mexico has experienced hoth prolonged periods of weak
economic conditions and dramatic deterioration in economic conditions, characterized by exchange rate instability and
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significant devaluation of the peso, increased inflation, high domestic interest rates, a substantial outflow of capital, negative
economic growth, reduced consumer purchasing power and high unemployment. An economic crisis occurred in 1993 in the cor text
of a series of internal disruptions and political events including a large current account deficit, civil unrest in the southern state of
Chiapas, the assassination of two prominent political figures, a substantial outflow of capital and a significant devaluation of the eso.
We cannot assure you that such cenditions will not reeur, that other unforcseen negative political or social conditions will not arise or
that such conditions will not have a material adverse effect on our financial condition and results of operations,

A general election was held in Mexico on July 2, 2006. On July 6, 2006 preliminary resulis declared Mr, Felipe Calderen of the
National Action Party or PAN, winner of the presidential election. On December 1, 2006 Mr. Felipe Calderon was swom in as
president of Mexico.

Because we have significant operations in Mexico, we cannot provide any assurance that political developments in Mexico, will not
have a material adverse effect on market conditions, prices of our securiti¢s, our ability to obtain financing, and our resulis of
operations and financial condition.

Peruvian inflation, reduced economic growth and fluctuations in the nuevo sol exchange rate may adversely affect vur financial
condition and results of operations.

Over the past several decades, Peru has experienced periods of high inflation, slow or negative economic growth and substantial
currency devaluation, The inflation rate in Peru, as measured by the Indice &'e Precios al Consumidor (Consumer Price Index) and
published by the Instituto Nacional de Estadistica e Informatica, (National Institute of Stalistics and Informatics), has fallen from a
high of 7,649.7% in 1990 to 3.9% in 2007. The Peruvian currency has been devalued numerous times during the last 20 years. The
devaluation rate has decreased from a high of 4,019.3% in 1990 to a revaluation of 6.3% in 2007. Our revenues are primarily
denominated in U.S. dollars and our operating expenses are partly denominated in U.S. dollars. If inflation in Peru were to increase
without a corresponding devalumion of the nuevo sol relative 1o the U.S. dollar, our financial position and resuits of operations, ard
the market price of our common stock. could be affected. Although the Peruvian government’s stabilization plan has significantly
reduced inflation 2nd the Peruvian economy has experienced moderate growth in recent years, we cannot assure you that inflation will
not increase from its current level or that such growth will continue in the future at similar rates or a all.

Among the ecenemic circumstances that could lead to a devaluation of the nueveo sel is the decline of Peruvian foreign reserves to
inadequate levels. Peru's foreign reserves at January 31, 2008, were $30.7 billion as compared to $17.3 billion a1 December 31,
2006. We cannot assure that Peru will be able 10 maintain adequate
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foreign reserves to meet its foreign currency denominated obligations or that Peru will not devalue its currency should its foreign
reserves decline.

Mexican inflation, restrictive exchange controi policies and fluctuations in the peso exchange rate may adversely affect our
financial condition and results of operations.

Although all of our Mexican operations’ sales of metals are priced and invoiced in U.S. dollars, a substantial portion of our Mexican
operations’ cost of sales are denominated in pesos. Accordingly, when inflation in Mexico increases without a corresponding
devaluation of the peso, as it did in 2000, 2001 and 2002. the net income generated by our Mexican operations is adversely affected.

The annual inflation rate in Mexico was 3.8% in 2007, 4.1% in 2006 and 3.3% in 2005. The Mexican government has publicly
announced that it does not expect inflation to exceed 3.8% in 2008. At the same time, the peso has been subject in the past to
significant devaluation, which may not have been proportionate to the inflation rite and may not be proportionate to the inflation rate
in the future. The value of the peso increased by 0.1% in 2007, decreased by 1.5% in 2006 and increased by 4.9% in 2005.

While the Mexican government does not currently restrict the ability of Mexican companies or individuals to convert pesos into
dollars or other currencies. in the future, the Mexican government could impose a restrictive exchange control policy, as it has done in
the past. We cannot assure you that the Mexican government will maintain its current policies with regard to the peso or that the
peso’s value will not fluctuate significantly in the future. The imposition of such exchange control policies could impair Minera
Mexico's ability to obtain imported goods and to meet its U.S, dollur-denominated obligations and could have an adverse effect on our
business and financial condition.

Developments in other emerging market countries and in the United States may adversely affect the prices of our common stock
and our debt securities.

The market value of securities of companies with significant operations in Peru and Mexico is, to varying degrees. affected by
economic and market conditions in other emerging market countries. Although economic conditions in such countries may differ
significantly from economic conditions in Peru or Mexico, as the case may be, investors™ reactions (o developments in any of these
other countries may have an adverse effect on the market value or trading price of the securities, including debt securities, of issuers
that have significant operations in Peru or Mexico.

In addition, in recent years economic conditions in Mexico have increasingly become correlated 10 U.S. economic conditions.
Therefore, adverse economic conditions in the United States could also have a significant adverse effect on Mexican economic
conditions, including the price of our debt securities.

We cannot assure you that 1the market value or trading prices of our common stock and debt securities, will not be adversely affected
by events in the United States or elsewhere. including in emerging market countries.

Item_] B. Unresolved Stalf Comments
None
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ltem 2. Properties

We were incorporated in Delaware in 1952, Our corporate offices in the United States are located at 11811 North Tatum Blvd.

Suite 2500, Phoenix, Arizonu 83028, Our telephone number in Phoenix. Arzona is (602) 494-5328. Our corporate offices in Mexico
are located in Mexico City and our corporate offices in Peru are located in Lima, Qur website is www.sowtherncoppercorp.com. 'We
believe that our existing properties are in good condition and suitable for the conduct of our business.

REVIEW OF OPERATIONS

The following maps set forth the locutions of our principal mines, smelting facilities and refineries. We operate open-pit copper fiines
in the southern part of Peru — at Toquepala und Cuajone — and in Mexico, principally at La Caridud and Cananea. We also operate
five undergreund mines that produce zing, copper, silver und gold, as well as a coal mine and a coke oven.
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ﬁEXTRAQTION SMELTING AND REFINING PROCESSES

Qur operations include open-pit and undergreund mining. concentrating. copper smelting, copper refining, copper rod production,
solvent extractionfelectrowinning (SX/EW). zinc refining, sulfuric acid produciion, molybdenum concentrate production and sibver
and gold refining. The extraction and production process are summarnized below.
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OPEN-PIT MINING

In an open-pit mine, the production process begins at the mine pit, where waste tock, leaching ore and copper ore are drilled and
blasted and then loaded onto diesel-electric trucks by electric shovels. Waste is hauled to dump areas and leaching ore is hauled to
leaching dumps. The ore to be milled is transported to the primary crushers.

UNDERGROUND MINING
In an underground mine, the production process begins at the stopes, where copper. Zinc and lead veins are dritted and blasted and the
ore is hauled to the underground crusher station. The crushed ore is then hoisted 1o the surface for processing.

CONCENTRATING

The copper ore with a copper grade over 0.4% from the primary crusher or the copper, zinc and lead-beuring ore from the
underground mines is transported to a concentrator plant where gyratory crushers break the ore into sizes no larger than three-quaners
of an inch. The ore is then sent to a mikl section where it is ground to the consistency of fine powder. The finely ground ore is mixed
with water and chemical reagents and pumped as 2 slurry to the flotation separator where it is mixed with certain chemicals. 1n the
flotation separator, reagents solution and air pumped imto the flotation cetls cause the minerals to separate from the waste rock and
bubble to the surface where they are collected and dried.

if the bu'k concentrated copper contains molybdenum it is first processed in a molybdenum plant as described below under
“Molybdenum Production.”

PPER SMELTI

Copper concentrates are transported to a smelter, where they are smelted using a fumace, converter and anode fumnace 1o produce
either copper blister (which is in the form of cakes with air pockets) or copper anodes (which are cleancd of air pockets). At the
smelter, the concentrates are mixed with flux {(a chemical substance intentionally included for high temperature processing) and then
sent 1o reverberatory furnaces producing copper matte and slag {a mixture of iron and other imputities). Copper matte contains
approximately 65% copper. Copper matte is then sent to the converters, where the material is oxidized in two steps: (i) the iron
sulfides in the matte are oxidized with sifica, producing slag that is returned to the reverberatory furnaces, and (i) the copper
contained in the matte sulfides is then oxidized to produce copper that, after casting, is culled blister copper, containing approximately
98% 10 99% copper. or anodes, containing approximately 99.7% copper. Some of the blister and anode production is sold to
customers and the remainder is sent to the refinery.

CQPPER REFINING

Anodes are suspended in tanks containing sulfuric acid and copper sulfate. A weak electrical current is passed through the anodes and
chemical solution end the dissolved copper is deposited on very thin starting sheets to produce copper cathodes containing
approximately 99.99% copper. During this process, silver, gold and other metals {for example, palladium, platinum and seleniumy),
along with other impurities, settle on the bottom of the tank {anodic slime). This anodic slime is processed at a precious metal plant
where selenium, silver and gold are recovered.
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COPPER ROD PLANT

To produce copper rod, copper cathodes are first smelted in a furnace and then dosified in a casting machine. The dosified copper is
then extruded and passed through a cooling system that begins solidification of copper into a 60x30 millimeter copper bar. The
resulting copper bar is gradually stretched in a rolling mill to achiceve the desired diameter. The rolled bar is then coolad and sprayed
with wix as a preservation agent and collected into a rod coil that is compacted and sent to marcket,

SOLVENT EXTRACTION/ELECTROWINNING (SX/EW)

An alternative to the conventional concentrutor/smelter/refinery process is the leaching and SX/EW process, During the SX/EW
process, certain types of low-grade ore with a copper grade under (,.4% are leached with sulfuric acid to allow copper content
recovery. The acid and copper solution is then agitated with a solvent that contains chemical additives that attract copper ions. As the
solvent is lighter than water, it floats to the surface carrying with it the copper content, The solvent is then separated using an acid
solution, freeing the copper. The acid solution containing the copper is then moved to electrolytic extraction tanks to produce copper
cathodes. Refined copper can be produced more economically (though over a longer period} and from lower grade ore using the
SX/EW process instead of the iraditional concentrating, smeiting and refining process.

MOLYBDENUM PRODUCTION

Molyhdenum is recovered from copper-molybdenum concentrates produced at the concentrator. The copper-molybdenum concer.trate
is first treated with a thickener until it becomes slurry with 60% selids. The slurry is then agitated in a chemical and water solution
and pumped to the flotation separator. The separator creates a froth that carries molybdenum to the surface but not the copper mineral
(which is later filtered to produce copper concentrates containing approximately 27% copper). The molybdenum froth is skimmex| off,
filtered and dried to produce molybdenum concentrates of approximately 58% contained wolybdenum,

ZINC REFINING

Metallic zine is produced through electrolysis using zinc concentrates and zinc oxides. Sulfur is eliminated from the concentrates by
roasting and the zinc oxide is dissolved in sulfuric acid selution to eliminate solid impurities. The purified zinc sulfide solution is
treated by electrolysis to produce refined zinc and to separate silver and gold, which are recovered as concentrates,

SULFURIC ACID PRODUCTION

Sulfur dioxide gases are produced in the copper smeiting and zinc roasting processes. As a part of our environmental preservation
program, we treat the sulfur dioxide emissions at two of our Mexican plants and at Peruvian processing facilities to produce sulfur c
acid, some of which is, in furn, used for the copper leaching process, with the rest sold 1o mining and fertilizer companics located in
Mexico. Peru, the United States. Chile, Australia, and other countries.

SILVER AND GOLD REFINING

Silver and gold are recovered from copper, zinc and lead concentrates in the smelters and refineries, and from slimes through
electrolytic refining.

30




The following table sets forth as of December 31, 2007, the locations of production facilities by reportable segment, the processes
used, as well as the key production and capacity data for each location:

. Nominal 2007
Facllity Name Location Process Capacity (1) Production
PERUVIAN OPEN PIT UNIT
Mining Operations . ) . . ]
Cuajone Open-pit Mine Cuajone (Peru) Copper ore milling and 87.0 ktpd — Milling 78.3 kepd
recovery, copper and
! molybdenum
. concentrate production
Toquepala Open-pit Mine  Toquepala (Peru)  Copper ore milling and 60.0 ktpd — Milling 58.4 kipd
recovery, copper and
molybdenum
o i ) concentrate production
Toyuepala SX-EW Plant ~ Toquepala (Peru)  Leuching, solvent 56.0 kipy — Refined 40.3 kpy
extraction and cathode
electro winming
Processing Operations .
Ilo Copper Smelter llo (Peru) Copper smelting, blister,  1,200.0 ktpy — Concentrate ~ 846.2 kipy
- anodes production feed ]
Tlo Copper Refinery To (Peru) Copper refining 280 ktpy — Refined cathodes  178.4 kipy
Ilo Acid Plants Tlo (Peru) Sulfuric Acid 1,050 ktpy — Sulfuric acid 771.3 ktpy
ilo Precious Metals lio (Peru) Slime recovery & 320 tpy 247.0tpy
Refinery processing, gold & silver
refining
MEXICAN OPEN PIT UNIT
Cananea Open-Pit Mine Sonora (Mexico)  Copper Ore milling & 76.7 ktpd — Milling 50.6 Kipd
recovery, copper
) o concentrate production
Cananeca SX-EW 1, 11 Sonora (Mexico)  Leaching. solvent 54.8 ktpy (combined) 34.6 kipy
Plants extraction & refined
.  cathode electrowinning
La Caridad Open-Pit Sonora {(Mexico)  Copper ore milling & 90.0 ktpd — Milling 85.8 ktpd
Mine recovery, copper &
molybdenum
concentrate production . ) ) )
Leuching, solvent 21.9 ktpy — Refined 22.7 ktpy

La Caridad SX-EW Plant  Senora (Mexico)

extraction & cathode
¢lectro winning

3

2007
Capacity

Utilization

90.2% |
97.3%

72.0%

70.5%

63.7%
73.5%
11.2%
71.7%

63.1%

953%

103.7%




Processing Operations
La Caridad Copper
Smelter

La Caridad Copper
Retinery

La Caridad Copper Rod
Plant

La Caridad Precious
Metals Refinery

La Caridad Sulfuric Acid
Plan:

IMMSA UNIT
Underground Mines
Charcas

San Martin

Santa Barbara

Santa Eutalia

Taxco

Nueva Rosita Coal &
Coke Complex(2)

Processing Operations
San Luts Potosi Copper
Smelter

San Luis Potosi Zinc
Refinery

San Luis Potosi Sulfuric
Acid Plant

Sanora (Mexico)
Sonora (Mexico)
Sonora (Mexico)

Sonora (Mexico)

Sonora (Mexico)

San Luis Potosi
(Mexico)

Zacatecas
(Mexico)

Chihuahua
{Mexico)

Chihuahua
(Mexico)

QGuerrero
{Mexico)

Coahutla
{Mexico)

San Luis Potosi
(Mezxico)
San Luis Potosi
(Mexico)
San Luis Potosi
{Mexico)

Key:

kaz = thousands of ounces

ktpd = thousands of tons per day
kipy = thousands of tons per year

Lpy¥ = [ons per year

Concentrate smelting,
anode preduction
Copper refining

Copper rod production

Shime recovery &
processing, gold &
silver refining
Sulfuric acid

Copper, zinc, lead
milling, recovery &
concentrate production
Lead, zinc, copper &
silver mining, milling
recovery & concentrate
production

Lead, copper and zine
mining & concentrates
production

Lead & zinc mining
and milling recovery &
concentrate production
Lead, zine silver &
gold mining

recovery & concentrate
production

Clean ceal production

Concentrate smelting,
blister production
Zinc concentrates
refining

Sulfuric acid

1,060 ktpy — Concentrate
feed

300 kepy Copper cathode
150 kipy Copper rod

2.8 kitpy — Slime

1,565.5 ktpy — Sulfuric acid

1.460 ktpy — Milled ore

1,606 ktpy — Milled ore

2,190 kipy — Milled ore

547.5 kipy — Milled orc

730 ktpy — Milled ore

900 ktpy clean coal

' 230 ktpy concentrate feed

'105.0 ktpy zinc cathode

180.0 kipy sulfuric acid

684.8 ktpy
173.3 kepy
96.6 ktpy

0.5 kepy

674.3 kipy

1.258.5 kipy

625.3 kipy

1,450.5 ktpy

280.9 ktpy

247.5 ktpy

41.1 ktpy

48.1 kipy

90.8 kipy

165.1 Kty

68.5%
57.4%
64.4%

18.3%
I
|

211%

86.2%

89k

66.2%
51.3'%

33.9%
4.6%
20,94}

86.4%

.74,




(1) Our estimates of acwal capacity contemplating normal operating conditions with allowance for normal downtime for repairs
and maintenance and based on the average metal content for the relevant period.

(2) At December 31, 2007, the coal reserves for the Nueva Rosita coal were 66,362,623 lons with average subfur content of 1.78%
and a BTU content of 9,054.9 per pound.

(3) At December 31, 2007, net book vatues of property are 45 follows: Peruvian operation $1.654.8 mitlion (Cuajone $420.1 million,
Toquepala $511.9 million and llo and other support (acilities $722.8 million), Mexican open pit $1.605.2 million (Canunea $562.6
million, La Caridad $1,042.6 million) and Mexican IMMSA unit $248.5 million (San Luis Potosi $41.1 million, zinc electrolytic
refinery $58.9 million, Charcas $6.1 million, San Martin $35.2 million, Santa Barbara $43.3 million. Taxco $7.1 million, Santa Eulalia
$14.4 miltion, Pasta de Conchos and Nueva Rosita $27.9 million and property in progress and other facilities $14.5 million).
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SUMMARY OPERATING DATA

The following table sets out certain operating data underlying our combined financial and operating information for each of the

periods indicated.

Year Ended December 31,

2007 2006 2005
COPPER (thgusand pounds):
Mined )
Peru open pit Lo
Togquepala 310,560 334,605 347,130
Cuajone 401,498 384,493 360,305
SX-EW Toquepala 80,844 78.935 80,164
Mexico open pit :.
La Caridad 225443 128,024 2691362
Cananea 140.896 245,331 261178
SX-EW La Caridad 50,072 24,796 48,1503
SX-EW Cananea 76,265 115,794 124,359
IMMSA Unit 19,961 23270 28,128
Total Mined 1,305,539 1,335,248 1,521,029
Smelted I
Peru open pit i
Blister lio 20,406 67,364 13,200
Anodes Tlo 511,906 656,016 -
Mexico open pit i
Anodes La Caridad 446,894 530,592 617,553
IMMSA Unit )
Blister IMMSA 45,894 44,518 46,998
Total Smelted 1,025,160 1,298,490 1,378,151
Peru Open Pit N
Cathodes Ho 393,297 602,520 628,759
SX-EW Toquepala 88,920 78.935 80,454
Mexico Open Pit '_
Cathodes La Caridad 382,152 441,705 515,119
SX-EW La Caridad 50,072 24,796 48,6003
SX-EW Caninca 76,265 115,794 124,349
Total Refined 990,706 1,263,750 1,397.3™4
Rod Mexico Open Pit
La Caridad 212,978 212,923 249,45
Total Rod 212,978 212,923 249,455
SILVER (thousand ounces}
Mined
Peru Open Pit .
Toquepala 2,047 2,083 2,230
Cuajone 2219 2,141 2,2¢1
Mexico Open Pit
La Caridad 1,893 1,055 2,113
Cananea 798 1,616 1,698
IMMSA Unit 3,272 9276 10,183
Total Mined 15,229 16,171 18,495
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Peru Open Pit— llo 2.657 3.831 3,533

Mexico Open Pit — La Caridad 3,539 4,211 4,583
IMMSA Unit 3,805 4,337 4,371
Total Refined 10,001 12,379 12,487
DE hou n
Mined
Toquepala 13,730 12,815 11,737
Cuajone 8,424 7,767 11.638
La Caridad 13,578 5514 9.260
Total Mined 35,732 26,096 32,635
tLl}LLthuusandJmundg)
Mined [MMSA 266,787 301,133 316,603
Refined IMMSA 200,105 112,513 223820
SLOPE STABILITY:

Peruvian Operations

The Toguepala and Cuajone pits are approximately 700 meters and 800 meters deep, respectively: under the present mine plan
configuration both pits will reach a depth of 1,200 meters. The decpening pit presents us with a number of geotechnical challenges.
Perhaps the foremost concern is the possibility of slope failure, a possibility that all open pit mines face. In order to maintain slope
stability, in the past we have decreased pit slope angles, installed additional or duplicate haul road access. and increased stripping
requirements. We have also respended to hydrological conditions and removed material displaced by a slope failure. There is no
assurance that we will not have to take these or other actions in the future, any of which may negatively affect our results of operations
and financial condition, as well as have the effect of diminishing our stated ore reserves. To meet the geotechnical challenges relating
to stope stability of the open pit mings, we have taken the following steps:

In the late 1990°s we hasted round table meetings in Vancouver, B.C. with a group of recognized slope stability and open pit mining
specialists. The agenda for these meetings was principally a review of pit design for mines with greater than 700 meter depth. The
discussions included practices for monitoring, data collection and blasting processes.

Based on the concepls defined a1 the Vancouver meetings, we initiated slope stability studies to define the mining of reserves by
optimum design. These studies were performed by outside consultants and included slope stability appraisals, evaluation of the
numerical modeling, slope performance and inter-ramp angle design and evaluation of hydrological conditions,

The studies were completed in 2000 and we believe we implemented the study recommendations. One of the major changes
implemented was slope angle reduction al both mines, Toquepala by an average of five degrees and Cuajone by an average of seven
degrees. Although this incrensed the waste included in the mineable reserve calculation, it also improved the stability of the pits.

In the Toquepala mine in 2007 we installed 20 meter wide geotechnical berms every 10 benches., We believe this will further
strengthen the stability of the Toquepala pit.
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Since 1998, a wall depressurization program has been in place in both pits, This consists of a horizonial drilling program, which
improves drainage thereby reducing suturation and increasing wall siability. Additionally, a new blasting control program was pui in
place, implementing vibration monitering and blasting designs of low punactial energy. Also a new slope monitoring system was
implemented using reflection prisms, deformation inclinometers and piezometers for water level control. as well as real-lime robclic
monitaring equipment,

To increase the possibility of mining in the event of a stide. we have provided for two ramps of extraction for each open pit mine.

While these measures cannot guarantee that a slope failure witl not occur, we believe that our mining practices are sound and that the
steps tnken and the ongoing reviews performed are a prudent methodology lor open pit mining.

Mexican operations

In 2004, our 15-year mine plan siudy feor the La Caridad mine was awarded 1o an independent consulting {firm to conduct a
geotechnical evaluation, The purpose of the plan was to develop a program of optimum bench design and inter-ramp slope angles for
the open pit. A number of recommendations and observations were presented by the consultants. These included a recommendation
of a maximum average bench face angle of 72 degrees. Additionally, single benching was recommended for the upper sections of the
wesl. south and east walls of the main pil. Likewise, double benching was recommended for the lower levels of the main pit and
single benching for the upper slope segments that consist of either atluvial material, mine waste dumps or mineralized stockpile
material. Aliernatively, slopes in these types of materials, may e designed with an overall 37 degree slope, We are currently
reviewing these recommendations, but since final pit limits have not been yet established at La Caridad. all current pit walls are
effectively working slopes. Geostruciural and geotechnical data collected at the open pit mine from cell-mapping and oriented-con:
drilling databases provided the basis for the geotechnical evatuation and recommendations.,

A geotechnical evaluation, of the Cananea 15-year pit slope design, was prepared by an independent imine consulting firm. Results of
the study included slope design angles by sectors as well as recommendations related to slope stability. Currently, the mine is in the
second phase of a geohydrological study. This is a follow-up study of a phase 1 open pit dewatering assessment completed by
independent water management consultants in 2004. A third phase of the study, which addresses pit dewatering design, and drilling of
peripheral monisoring boreholes and dewatering test wells, will follow and is expected to be completed in 2009, The
recommendations proposed by the consulting firms in Phases 1 and 2, are being implemented.

METAL PRODUCTION BY SEGMENTS

Set forth below are descriptions of the operations and other information relating to the operations included in each of our three
segments.

PERUVIAN OPERATIONS

Qur Peruvian segment operations inclede the Cuajone and Toguepata mine complexes and the smelting and refining plants, industrial
railroad which links Ilo, Toquepala and Cuajone and port fucilitics.

Foliowing is a map indicating the approximate location of. and access to, our uajone and Toquepala mine complexes as well as our
Ilo processing facilities:
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Cuajone

Qur Cuajone operations consist of an open-pit copper mine and a concentrator located in southemn Peru. 30 kilometers from the city of
Moguegua and 840 kilometers [rom Lima. Access to the Cuajone property is by plane from Lima to Tacna {1:20 hours) and then by
highway to Moguegua and Cuajone {3:30 hours). The concentrator hus a milling capacity of 87.000 tons per day. Overburden

removal commenced in 1970 and orc production commenced in 1976. Qur Cuajone operations utilize 2 conventional open-pit mining
methed to collect copper ore for {usther processing in our concentrator.

The table below sets forth 2007, 2006 and 2005 production information for aur Cuajone operations:

‘Minc annual operating days

Total material mined

Total ore mined

Copper grade

Molybdenum grade

Leach material mined (1)

Leach material grade

Stripping ratio

Total material milled

Copper recovery

Molybdenum recavery

Copper concentrate

Molybdenum concentrate

Copper concentrates average grade
Molybdenum concentrate average grade
Copper in concentrate
Motybdenum in concentrate

Key: kt = thousand tons
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(days)
(ki}
(kv
(%)
(%)
(ko)
(%)
{x)
(kt)
(%)
(%)
(kt)
{kt)
(%)
(%)
(k1)
(kt)

2007 2006 005
365 365 365
116,438 112,410 109,855
28,310 28,299 29,544
0.755 0.703 0.643
0.022 0.020 0.026
- 41.6 -
- 0.655 -
3.11 297 272
28,352 28,228 29,621
85.10 87.87 85.96
611 62.6 69.7
706.7 666.7 619.2
0 6.4 9.5
25.77 26,16 2643
54.57 55.18 55.58
182.1 174.4 163.7
3.8 35 5.3




% = ritio obtained dividing waste plus leachable material by ore mined
(Iy  In 2006, 41.6 kt of copper oxides were extracted from the Cuajone mine. No oxide material was mined in 2007 and 200%.
Copper and molybdenum grades are referred to as total copper grade and total molybdenum grade, respectively.

Major Cuajone mine equipment includes six 290-1on capacity trucks, twenty 218-ton capacity trucks, eight 231-1on capacity trucks,
three 73-1on capacity shovels, one 54-ton capacity shovel, one 23-ton capaciiy front end loader, four electric drills, seven track dozers,
seven rubber track dozers, three front end loaders CAT 988 and 966, and three motor graders. We continuously improve and rencvate
our cquipment.

.

Geology

The Cuajone posphyry copper deposit is located on the western slopes of Cordillera Occidenial, in the southem-most Andes
Mountains of Peru, The deposit is part of a mineral district that contains two additional known deposits, Toquepala and Quellaveto.
The copper mineralization at Cuajone is typical of porphyry copper deposils.

The Cuajone deposit is located approximately 28 kilometers from the Toguepala deposit and is part of the Toquepala Group dated 60
ta 100 million years (Upper Cretaceous to Lower Tertiary}. The Cugjone lithology includes velcanic rocks from Cretaceous 1o
Quatemnary, There are 32 rock types including, pre-mineral rocks, balsaltic andesite, porphyritic rthyolite, Toquepata dolerite and
intrusive rocks, including diorite, porphyritic latite, breccias and dikes. In addition, the following post-mineral rocks are present, the
Huaylillas formation which appears in the south-southeast side of the deposil and has been formed by conglomerates, wffs, traquites
and agglomerates. These formations date 17 to 23 million years and are found in the Toquepala Group as discordance. The
Chuntacala formation which dates 9 1o 14 million years and is formed by conglomerates, flows, wffs and agglomerates placed
gradually in some cases and in discordance in others. Also Quaternary deposits are found in the rivers, creeks and hills, The
mineralogy is simpie with regular grade distribution and vertically funnel-shzped. Ore minerals include chalcopyrite (CuFeS,),
chalcosine (Cu,5) and molybdenite (MoS,) with occasional galena, tetraedrit: and enargile as non econpmical ore.

Exploration in the mine

Exploration activities during the drill campaign in 2007 are as follows:

Studies Meters Holes Notes

Infill Drilling 3,293.80 25 To obiain additional information to improve confidence in our block model
Geotechnical Holes 1.155.87 9 To improve geotechnical information

Total 4,449.67 34

Concentrator

Our Cuajone operations use state-of-the-art computer monitoring systems at the concemrator, the crushing plant and the flotation
circuit in order to coordinate inflows and optimize operations. Material with a copper grade over 0.40% is loaded onto rail cars and
sent to the milling circuit, where giant rotating crushers reduce the size of the rocks to approximately one-half of an inch. The ore is
then sent 10 the balt mills, which grind it 1o the consistency of fine powder. The finely ground powder is agitated in a water and
reagents solution and is then transported to flotation cells. Air is pumped into the cells (o produce foam for floating the copper and
molybdenum
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minerals, splitting waste material called tailings. This copper-molybdenum bulk concentrate then is treated by inverse flotation where
molybdenum is floated and copper is depressed. The copper concentrate is shipped by rail 1o the smelter at [lo and the melybdenum
concentrate is packaged for shipment to costomers. Sulfides under 0.40% copper are considered waste,

Tailings are sent to thickeners where water is recovered. The remaining tailings are sent (o the Quebrada Honda dam, our priacipal
tailings storage facility.

Major Cuajone concentrater plant equipment includes: one primary crusher, three secondary crushers, seven (ertiary crushers, ten
primary ball mills, four ball mills for re-grinding rougher concentrate; one veriical mill for re-grinding rougher concentrate; thirty

100f¢* celis for rougher flotation; four 160ft° cells for rougher flotation; five 60ft? cells for cleaner scavenger; six 1350f¢° cells for

cleaner scavenger; fourteen 300> cells for cleaner scavenger; eight column cells; one Larox filter press: two thickeners for copper-
molybdenum and copper concentrates; three tailings thickeners; one high-rate tailings thickener and six pumps for recycling
reclaimed water.

A major mill expansion was completed in 1999. We believe the plant’s equipment is in good physical condition and cutrently in
operation.

Toquepala

Our Toquepala operations consist of an open-pit copper mine and a concentrator. We also refine copper a1 the SX/EW facility through
a leaching process. Toguepala is located in southern Per, 30 kilometers from Cuajone and 870 kilometers from Lima. Access is by
plane from Lima to the city of Tacna (1:20 hours) and then by the Pan-American highway to Camiara (1:20 hours) and by road to
Toquepala (1 hour). The concentrator has a milling capacity of 60,000 tons per day. The SX/EW facility has a production capacity of
56,000 tons per year of LME grade A copper cathodes. Overburden removal commenced in 1957 and ore production commenced in
1960. Our Toquepala operations utilize a conventional open-pit mining method to collect copper ore {or further processing in our
concenlrator.

The table below sets forth 2007, 2006 and 2005 production information for our Toquepala operations:
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2007 2006 2005

Mine annual operating days (days) 365 365 369
Total material mined (kt) 130,267 131,607 134,505
Total ore mined &) | 20,889 20,813 21,224
Copper grade (%) 0759 0.797 0.812
Molybdenum grade (%) 0.046 0.043 0.03?
Leach material mined (k1) 90.521 42827 16,693
Leach material grade (%) 0.235 0.221 0.22¢
Estimated leach recovery (%) 26.89 28.44 28.24
SX/EW cathode production (from SPCC materiul) (kt} 36.7 358 36.}
Third panties copper sulfate processed (kt) 152 - — -
Average copper grade on copper suifate (%) 24.16 —_ -2
SX/EW cathode production from third parties (kt} RN — -
Stripping ratio (x) 5.24 5.32 5.34
Total material milled ) (kt} 20,906 20.828 21,225
Copper recovery ) {Go) £8.78 091.43 91.4]
Molybdenum recovery (%) 64.39 65.0 64.6
Copper concentrate (k1) 5219 557.5 5764
Molybdenum concentrale (kt) 114 10.7 9.'5:
Copper concentrate average grade (%) 26.99 21.22 27.33
Molybdenum concentrate average grade (%) 54.60 54.08 54.63,
Copper in concentrate (kt) 409 I151.8 157.4
Molybdenum in concentrate (kt) 6.2 58 5.2
Key: kt = thousand tons

x = ratio obtained dividing waste plus leachable material by ore mined.
Copper and molybdenum grades are referred to as total copper grade and fotal molybdenum grade, respectively.

Major mine equipment at Toquepala includes eighteen 290-ton capacity trucks, five 231-ton capacity trucks, eighteen 218-ton capucity
trucks, six 181-ten capacity trucks, one 78-ton capacity shovel, three 73-ton capacity shovels, three 20-ton capacity shovels, five
electric rotary drills. one Down the Hole (DTH) drill for pre-split and one froat-end loader with a capacity of 37 tons.

We continuously improve and renovate our equipment. In 2003, we started a project to instail a crushing, conveying and spreading
system at the Toquepala mine to improve cost containment and production efficiency. The new system improves recovery at our
leaching facilities and will largely eliminate costly truck haulage in the process. The conveying system is operating and has

positioned 42.5 miflion tons of waste material to build the ramp and has placed 28.5 million 1ons of leachable material. Total exper.ded
on this project through December 31, 2007 was $80.7 million and it is estimate that $0.4 million will be needed to finalize this project.

Presently the crushing, conveying and spreading system are being implemented up to conveyor sixteen at the Toquepala mine. In
2008 conveyor seventeen will be installed. Actual production for the 1ast six months in 2007 reached 6,650 1ons per hour. This nev
system improves our cost containment and production efficiency. During 2007, we put into operation three new Komatsu 930E3
trucks which have improved haul efficiency.

Geology

The Toguepala porphyry copper deposit is located on the western slopes of Cordillera Occidentsl, in the southern-most Andes
Mountains of Peru. The deposit is pant of a mineral district that contains two additional known deposits, Cuajone and Quellaveco.
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The Toquepala deposit is in the southern region of Peru, located on the western slope of the Andes mountain range, approximately 120
kilometers from the border with Chile. This region extends into Chile and is home to many of the worlds most significant known
copper deposits. The deposit is in a territory with intrusive and eruptive activities of rhyolitic and andesitic rocks which are 70 million
years old (Cretaceous-Tertiary) and which created a series of volcanic lava. The lava is composed of rhiolites, andesites and volcanic
agglomerates with a western dip and at an altitede of 1,500 meters. These series are known as the Toquepala Group. Subsequently,
different intrusive activities occurred which broke and smelted the rocks of the Toquepala Group. These intrusive activities resulted in
diorites, granodiorites and dikes of porphyric dacite. Toquepala has a simple mineralogy with regular copper grade distribution,
Economic ore is found as disseminated sulfurs throughout the deposit as veintets, replenishing empty places or as small aggregates.
Ore minerals include chalcopyrite (CuFeS2), chalcosine (Cu28) and molybdenite (Mo52). A secondary enrichment zone is also found
with thicknesses between 0 and 150 meters.

Exploration in the mine
Exploration activities during the drill campaign in 2007 are as follows:
Strdies Meters Holes Noles

Infill and lateral body delimitation 6,239 400 To obtain additional information 10 improve
confidence in cur block model.

Concentrator

Our Toquepala concentrator operations use state-of-the-art computer monitoring systems in order 10 coordinate inflows and optimize
operations. Material with a copper grade over 0,40% is loaded onto rail cars and sent to the crushing circuit, where rotating crushers
reduce the size of the rocks to approximately 85% less than one-half of an inch. The ore is then sent to the rod and ball mills, which
grind it in a mix with water to the consistency of fine powder. The finely ground powder mixed with water is then transported to
flotation cells. Air is pumped into the cells producing a froth, which carries the copper mineral to the surface but not the waste rock,
or tailings, The bulk concentrate with important molybdenum content is processed for recovering Mo by inverse flotation. Copper
final concentrate goes as tailings of the Mo plant. This final copper concentrate with a content of approximately 27.5% Cu is filtered
in order to get 8.5% moistore, Concentrates are then shipped by rail to the smelter at llo.

Tailings are sent to thickeners where water is recovered. The remaining taitings are sent to the Quebrada Henda dam, our principal
tailings storage facility.

Major concentrator plant equipment at Toguepala include one primary crusher, three secondaty crushers, six tertiary crushers, eight
rod mills, thirty-three ball mills, one distributed control system (DCS), one optimizing control system (OCS). forty-two flotation celis.
fifteen column cells, seventy-two Agitair 1,13 m3 cells, two Larox pressure filters, five middling thickeners, two tilings thickeners,
three high-rate tailings thickeners, one tripper car, one track tractor and a recycled water pipe line.

[n order to reduce operating and maintenance costs and to comply with environmental requirements, we replaced the disc filters at the
Toquepala concentrator with a new vertical press filter in 2005.
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SX/EW Plant

The SX/EW facility at Toquepala produces grade A LME ¢lectrowon copper cathodes of 99.999% purity from solutions obiained by
leaching low-grade ore stored at the Toquepala and Cuajone mines. The leach plant commenced aperations in 1995 with a design
capacity of 35,629 tons per year of copper cathodes. In 1999 the capacity was expanded to 56,000 tons per year.

Copper oxides from Cuajone with a copper grade higher than 0.359%, with n acid solubility index higher than 20% and a cyanid:
solubility index higher than 50% are leached. In Toquepala, the leach material cutoff grade is 0.095% and therefore material with a
total copper grade between 0.095% and 0.40% are leached.

Major equipment at the Cuajone SX plant includes one primary jaw crusher and one secondary cone crusher with a capacity of 393
tons per hour. In addition the plant has one agglomeration mill, one front end loader and three 109 ton capacity trucks for hauling to
the leach dumps. Copper in solutien produced in Cuajone is sent to Toquepala through an eight-inch pipe laid alongside the Cuajone-
Toquepala railroad track.

Major equipment at the Toquepala plant includes three spray systems and five pregnant solution (PLS) ponds, each with ils own
pumping system o send the solution to the SX/EW plant, The plant also has three lines of SX. each with a nominal capacity of 1,068
m3/hr of pregrant solution and 162 electrowinning cells.

Plant and equipment are supporied by a maintenance plan and a quality management systent to assure good physical condition and
high availability. The SX/EW plant management quality system (inciuding leaching operations) has been audited, by an external zudit
company, and found to be in compliance with the requirements of the ISO 9001-2000 standard since 2002,

Processing Facilities - llo

Our Ilo smelter and refinery complex is located in the southern part of Peru, 17 kilometers north of the city of llo, 121 kilometers from
Toquepala, 147 kilometers from Cuajone. and 1,240 kilometers from the city of Lima. Access is by plane from Lima to Tacna (1:2%0
hours) and then by highway to the city of Ilo (twe hours). Additionally, we maintain a port facility in Ho, from which we ship our
product and receive supplies. Product shipped and supplies received are moved between Toguepala, Cuajone and Ilo on our indusirial
railroad.

Smelier

Our llo smetter provides copper for the refinery we operate as part of the same facility. Copper produced by the smelter exceeds the
refinery’s capacity and the excess is sold to other refineries around the world. The nominal installed capacity of the smelter is
1,131,500 tons per year.

Copper concentrates from Toquepala and Cuajone are transported by railroad 1o the smelter, where they are smelted using an
ISASMELT furnace, converters and anode furnaces to produce copper anodes with 99.7% Cu. At the smelter, the concentrates are
mixed with flux and other material and sent to the ISASMELT furnace producing a mixture of copper matte and slag which is tapped
through a taphole to either of two rotary holding furnaces, where this smelied phases will be separated. Copper matte contains
approximately 62% copper. Copper matte is then sent o the converters, where the material is oxidized in (wo steps: (1) the iron
sulfides in the matte are oxidized with oxygen enriched air and silica is added producing slag that is sent to the slag cleaning
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furnaces, iand (2) the copper contained in the matte sulfides is then oxidized to produce blister copper. containing approximately
99.3% copper. The blister copper is refined in the anode furnaces by oxidation to remove sulfur with compressed air injected into the
bath. Finally, the oxygen content of the molten copper is adjusted by reduction with injection of LPG with steam into the bath.
Anodes. containing approximately 99.7% copper are cast in two casting wheels.

The table below sets forth 2007, 2006 and 2005 production and sales information for our o smelter plant:

2007 2006 2005
Concentrate smelied (kt) . 846 1,107 1,206
Average copper recovery 96.59 % 97.29% 957 %
Blister production (ke) x| 30.8 3256
Average blister grade (%) 99.369 % 99.349 % 99.349 %
Anode production (ki) 2329 298.4 —
Average anode grade (%) 7 99.698 % 99.708 % —
Sulfuric acid produced (k1) 711 376 370
Blister sales (kt) 9.3 3.0 41.5
Ancde sales (kt) 14.1 13.5 —_
Average blister sales price ($/1b) 3.20 310 1.87
Average anode sales price ($/1b) 287 3.17 —

Key: kt = thousand tons

In compliance with an agreement made with the government of Peru, we completely renovated our llo smelter. This modemization
was done at 2 cost of $570 miltion and completed in January 2007. Major equipment at our [lo smelter includes two reverberatory
furnaces, seven Pierce Smith converters, one El Teniente converter, two anode furnaces and a twin wheel casting system, a sulfuric
acid plant with a capacity of 300,000 ons per year and an oxygen plant with a capacity of 100,000 tons per year.

The modernized smelter uses a technology used in many smelters throughout the world. For the fusion process, it wilizes an Isasmelt
technology furnace, a stationary vertical furnace 17 meters high, with a treatment capacity of 165 tons of copper concentrates per
hour. The smelter also uses two ratary holding furnaces (RHF) to separate the matte, with 62% copper content, from the slag. The
smelter also has a new oxygen plant, with a production capacity of 1.045 tons per day. In the conversion process, four Pierce Smith
converter furnaces are used to produce copper with 99.3% purity. This copper product is then sent to the new anodes plant. which has
two rotary furnaces of 400 tons capacity each and two casting wheels that produce anodes with 99.7% purity. The anode plant was
completed in 2006 and blister production was mostly reptaced with anode production, enabling us 1o eliminate a costly re-melling step
in our production process.

In addition, we have built a new sulfuric acid plant to recapture sulfur dioxide in excess of the 92% recapture requirement established
in the PAMA. The new acid plant has a production capacity of 800,000 tons of actd per year. Also, we have built two storage 1anks
and an effluents plant. The new smelter also includes a new seawater intake system, two desalinization plants to provide water for the
process, an electric substation and a new system of centralized controls using advanced computer technology.

Refinery
The refinery consists of a receiving and preparing anodes facilities, an electrolytic plant, a precious metal plant and a number of
ancillary installations. The refinery is producing grade A copper cathode of 99.998% purity. The nominal capacity is 280,000 tons

per year. Anodic slimes are recovered from the refining process and then sent to
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the precious metals facility to produce refined sitver, refined gold and commercial grade selenium.

Anodes are suspended in tanks containing an aqueous solution of sulfuric acid and copper sulfate. A low voltage but high amperige
electrical current is passed through the anodes, chemical solution and cathodes, in order to dissolve copper which is deposited on
initially very thin starting sheets increasing its thickness up to produce high grade copper cathodes containing at least 99.99% copper.
During this process. silver, gold and other metals, including palladium, platinum and selenium, along with other impurities, setile on
the bottom of the tank in form of anodic slime. This anodic slime is processed in a precious metal plant where silver, gold and
selenium are recovered.

The table below sets forth 2007. 2006 and 2005 production and sales information for our ilo refinery and precious metals plants:

. 2007 2006 2005
Cathodes produced (ky) 1784 2733 . 2842
Average copper grade (%) ) 99.998 99.998 % 99.998 %
Refined silver produced (000 Kg) 827 119.2 104-9
Refined gold produced (kg) 296.0 2609 18:.7
Commercial grade selenium produced (1) 354 49.8 4€_.7
Average cathodes sales price (3/1b) ‘ 3.20 3.20 1.79
Average silver sales price ($/0z) ) 12.30 11.46 7146
Average pold sales price ($/02) 692.20 589.76 447,33

Key:  ki= thousands tons

Major equipment at the refinery includes one electrolytic plant, with 926 commercial cells, fifty-two starting sheet cells, sixtcen
primary liherator cells, sixteen secondary liberator cells, an anodic slime treatment circuit {includes leaching and centrifugation), ond a
crude nickel sulfate production circuit.

Main equipment at the precious metals plant includes one selenium reactor. ane tilting Copella furnace, twenty-four silver refining
cells including an induction furnace for shots and silver ingots production and one hydrometallurgical system for gold recovery.

The refinery also has these facitities:

s Laboratory: Provides sample analysis services throughout the Company, including the analysis of final products like copper
cathodes. electrowon cathodes, copper concentrates and oil analysis,

*  Mainienance: Responsible for maintenance of all equipment invelved in the process,

*  Auxiliary facilities: Includes one desalinization piant to produce fresh water and a Babcock boiler to produce steam used .1
the refinery. one Gonelta boiler and two stand-by KMH boilers.

Other facilities in Ho are a coquina plant with a production capacity of 200,000 1ons per year of scashells and a lime plant with a
capacity of 80,000 tons per year. We also operate an industrial railroad te haul production and supplies between Toquepala, Cuajone
and Ile,

The industrial raiiroad’s main equipment includes fifteen locomotives of difierent types including 4000HP EMD'"s SD70, 3000HP
EMD’s GP40-3, 2250HP GE U23B and others. The rollingstock has approximately 490 cars of different types and capzcities,
including ore concentrate cars, gondolas, flat cars, dumnp cars, boxcars, tank cars and others. The track runs in a single 214 km
standard gauge line and supports a 30-ton axle load. The
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total lengih of the track system is around 257 kilometers including main yards and sidings.

The infrastructure includes 27 kilometers of truck under tunnels and one concrete bridge. The industrial railroad includes a car repair
shop which is responsible for maintenance and repair of the car fleet. During the last nine years a main line upgrade program has been
implemented and 115 and 133 pound rail has replaced 90 and 105 pound rail. Also an upgrade progrum increasing the capacity of the
ore concentrate cars from 70 to [00 net tons is well in progress. Annual tonnage transported is approximately 3.5 million metric tons.
MEXICAN OPERATIONS

Following is a map indicating the approximate locations of our Mexican mines and processing fucilities: !
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MEXICAN OPEN PIT SEGMENT

Our Mexican open-pit segment operations combines two units of Minera Mexico, Mexcobre and Mexcananea, which includes La
Caridad and Cananea mine complexes and smelting and refining plants and support facilities which service both complexes.
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Following is a map indicating the approximate location of, and access to, our Mexican open pit mine complexes as well as our
processing facilities:
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Cananea

We operate an open-pit copper mine, a concentrator and two SX/EW plants at our Cananea mining complex, located 71 kilometers
from La Caridad, Mexico and 61 kilometers south of
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the Arizona border on the outskirts of the town of Cananea. Cananea is connected by paved highways 1o the city of Agua Pricta in the
northeast, 1o the town of Nacozari in the southeast, and to the lown of Imuris in the west. Cananea is also connected by railway to
Agua Pricta and Nogates. A municipal airport is located approximately 20 kilometers to the northeast of Cananea.

The concentrator has a milling capacity of 76,700 tons per day. The SX/EW facility has 4 refining capacity of 54,750 tons per year.
The Cananea ore deposit is one of the world’s largest porphyry copper deposits. Cananea is the oldest continuously operated copper
mine in North America. with operations tracing back to 1899, The ore deposit was originally mined exclusively for underground
metals by Anaconda Company between 1917 and early 1940s when the open pit was developed. In 1990 through a public auction
procedure, Mexcananea ucquired 100% of the assets for approximately 3475 million. Cunanea uses a conventional open-pit mining
method to extract copper ore for further processing in our concentrator. Crushed leachable material is transported by conveyor belts
and as run-of-mine by trucks to leach dumps.

The following table shows 2007, 2006 and 2005 production information for Cananea:

7 ; HHT(2) 2006(1) 2005

Mine anaual operating days (days) 211 331 365
Total material mined (k1) 74,672 114,595 102,508
‘Fotal ore mined {kt) 12,545 22,896 25,638
Copper grade (%) 0.630 0.588 0.572
Leach material mined (kt) 39,198 59,678 52,112
Leach material grade (%) 0.272 0.292 0.301
Estimared leach recovery (%) 65.5 62.50 50.00
SX/EW cathode production (kt) 34.6 525 564
Stripping ratio (%) 4.95 4.0t 3.00
Total material milled (kt) 12,571 22,915 25,622
Copper concentrale (kv 2305 386.0 436.5
Copper concentrate average grade (%} 27.81 28.83 27.21
Copper in concentrate (kt} 639 {113 118.7
Copper recovery (%) 81.22 82.56 81.03

Key: kt = thousand tons
x = ratio obtained dividing waste plus leachable material by ore mined.
The copper grade is total grade.
(1) While there were 47 days of strikes in 2006. only 34 production days were lost as 13 days of production were maintained with
the support of management personnel. :
(2) During 2007 there were 154 days of illegal work stoppage. As consequence, the Company lost approximately 55 thousand tons
of copper in concentrates and 24 thousand tons of SX/EW cathodes production.

Major Cananea mine equipment includes 44 trucks for ore hauling with individual capacities ranging from 240 to 360 tons, eight
shovels with individual capacities ranging from 39 to 70 tons, and mine auxiliary equipment including, eight drillers, seven front
loaders, five motor graders and twenty-four tractors,

Geology

The Cananea mining district lies on the southern cordilleran orogen, which extends from southern Mexico to northwestern United
States. [t also falls within the Basin and Range metallogenic province. Geological and structural features in the district are
representative of large. disseminated type, porphyry copper depasits. A calcareous sedimentary sequence of lower Paleozoic age,

lithologically correlated with a similar section in southeastern Arizona, uncomformably overlies Precambrian granite basement.
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The entire section was covered by volcanic rocks of Mesozoic age and later intruded by deep seated granodiorite batholith of Teriary
age, with further quartz monzonite porphyry differentiates of Laramide age.

Mineralization in the district is extensive covering a surface area of approxirately 30 km®, An early pegmatitic stage associated ‘with
bornite-chalcopyrite-molybdenite assemblage was fellowed by a widespread floeding of hydrothermal solutions with quirtz- pyrite-
chalcopyrite. A pervasive quartz-sericite alteration is evident throughout the districts igneous rock fabric.

An extensive and economically impertant zone of supergene enrichment, with disseminated and stockworks of chalcocite {Cu,S)
developed below the iron oxide capping. This zone coincides with the topography and has an average thickness of 300 meters. A
mixed zone of secondary and primary sulfides underlay the chalcocite blanket. The hypogene mineralization, principally chalcopyrite
(CuFeS§,), extensively underlies the orebody. Molybdenite occurs throughout the deposit and the content tends to increase with depth.

The Cananea copper porphyry is considercd world-class and unique. The dezpest exploration results in the core of the deposit have
confirmed significant increase in copper grades. Similar porphyry copper deposits usuatly contain lower grades at depth. The district
is also unigue for the occurrence of high-grade breccia pipes. occurring in clusters following the trend of the district.

Current dimensions of the mineralized orebody are § x 3 km?, and projects more than 1 km? at depth. Considering the geological and
economic potential of the Cananea porphyry copper deposit, it is expected that the operation can support a sizeable increase in cogper
production capagcity.

Mine Exploration

The exploration program conducted during 2007 continues to expand the limits of the resource and confirmed the presence and
distribution of molybdenite in the copper depeosit. Likewise, the core drilling program in the areas adjacent to the deposit was
continued in order to define areas where leach and waste will be deposited. It is expected that exploration will be continued
intensively during 2008. Drilling results in areas adjacent to the deposit are confirming the district-wide mineralization and alteration
patierns. The block model was updated with the in-fTll exploratory results, beth, for copper and mokybdenum and we proceeded to
caiculate this resource with this new available data.

Concentrator

Cananea uses state-of-the-art computer menitoring systems at the concenirator. the crushing plant and the flotation circuit in order to
coordinate inflows and optimize operations. Material with a copper grade ever (0.38% is toaded onto trucks and sent to the milling
circuit, where giant rotating crushers reduce the size of the ore 1o approximately one-half of an inch. The ore is then sent to the ball
and bar mills. which grind it to the consisiency of fine powder. The finely ground powder is agitated in a water and reagents solution
and is then transported to flotation cells. Air is pumped into the cells producing a froth, which carries the copper mineral to the
surface but not the waste rock, or tatings. Recovered copper. with the consisiency of froth, is filtered and dried 1o produce copper
concentraies with an average copper content of approximately 28%. Concentrates are then shipped by rail to the smelter at La
Caridad.

The Cananea concentrator plant, with a milling capacity of 76,700 was per day. consists of two primary crushers, four secondary
crushers. ten tertiary crushers, ten primary milis, a distributed contrel system, five mills for re-grinding, 103 primary flotation
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cells, ten column cells, seventy exhaustion flotation cells, seven thickeners and three ceramic filters.
SX/EW Plant

The Cananea unit operates a leaching facility and two SX/EW plants. All copper ore with a grade lower than the mill cut-off grade
0.38%, but higher than 0.25% cupper, is delivered to the leaching dumps. A cycle of leaching and resting occurs for approximately
five years to achieve a 62.5% recovery in the run-of-mine dumps and three years for the crushed leach material to achicve u 73%
recovery.

The Cananea unit currently maintains 18.2 million cubic meters of pregnant leach solution in inventory with a concentration of
approximately 1.82 grams of copper per liter. :

Major equipment at the SX-EW planis I and 11 of Cananea includes two crushing systems (No. 1 and No. 2). Crushing system no. |
has a capacity of 32,000 tons per day and includes an apron feeder, a conveyor beft feeder, seven conveyor belts system and a
distributor car, Crushing system no. 2 has a capacity of 48,000 tons per day and includes one crusher. a conveyor belt feeder. three
conveyor belts and u distributing car. There are four irrigation systems for the dumps and six dams for the pregnant leach solution
(PLS). Plant I has three solvent extraction tanks with a nominal capacity of 16,000 liters per minute of PLS and 46 clectrowinning
cells. Plant I has u duily production capacity of 30 tons of copper cathodes with 99.999% purity. Plant 11 has five trains of selvent
extraction with 2 nominal capacity of 55,000 liters per minute of PLS and 216 cells distributed in two bays. Plant Il has a daily
production capacity of 120 tons of copper cathodes with $9.9% purity.

We intend 10 increase our Cananea unit’s production of copper cathodes with a new SX/EW plant. (SX/EW 111} with an annual
capacity of 33,000 tons. The plant would produce copper cathodes of ASTM grade 1 or LME grade A. The project includes the
instatlation of storage for deliverables required for operation of the plant and the installation of an emergency power plant and a fire
protection system. Due to labor problems at Cananea in 2007, this project has been temporarily put on hoid untit we satisfactorily
resolve these issues.

La Curidad

The La Caridad complex includes an open-pit mine. concentrator, smelter, copper relinery, precious metals refinery, rod plant,
SX/EW plant, lime plant and two sulfuric acid plants.

La Caridad mine and mill are located about 23 kilometers southeast of the town of Nacozari de Garcia in northeastern Sonora. i
Nacozari is about 264 kilometers northeast of the Sonora state capital of Hermosillo and 121 kilometers south of the US-Mexico
border. Nacozari is connected by paved highway with Hermosillo and Agua Prieta and by rail with the internutional pon of Guaymas,
and the Mexican and United States rail systems. An airstrip with a reported runway length of 2,500 meters is located 36 kilometers
north of Nacozari, less than one kilometer away from the La Caridad copper smelter and refinery. The smelter and the sulfuric acid
plants, as well as the refineries and rod plant, are located approximately 24 kilometers from the mine. Access is by paved highway
and by railread. ’

The concentrator began operations in 1979, the molybdenum plant was added in 1982, the smelter in i1986, the first sulfuric acid plant
in 1988, the SX/EW plant in 1993, the
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second sulfuric acid plant in 1997, the copper refinery in 1997, the rod plant in 1998, and the precious metals refinery in 1999,

The table below sets forth 2007, 2006 and 2005 production information fer La Caridad:

2007 2006 2008
Mine annual operating days (days)(1) 365 229 364
Total material mined (kt} 80,819 46,606 75.465
Total ore mined kD) 30,970 16,872 31,551
Copper grade (%) 0.408 0.449 0.483
Molybdenuin grade CO 0.0377 0.0348 00324
Leach material mined (kt) 30,017 19,109 29.963
Leach material grade (%) 0.252 0252 0.26)
Estimated leach recovery (%) 34.44 3439 38.54
SX/EW cathode production (ki) 27 112 22,3
Total material milled (ki) 31,129 16,637 31,644
Stripping ratio (x) B 1.61 1.76 139
Copper concentrate (kt) 423.0 227.8 4495
Molybdenum cencentrate (k) 112 4.5 7.4
Copper concentrate average grade (%) ) 24.18 2549 7.2
Molybdenum concentrate average grade (%) 54.83 5592 56.8%
Copper in concentrate (kt) 102.3 58.1 122.3
‘Molybdenum in concentrate (k) 6,2 2.5 47
Copper recovery (%) . 80.43 77.69 79.9:4
Molybderum recovery % . 52,54 43.20 40,99

Key: kt = thousand tons
X = ratio obtained dividing waste plus leachable material by orc mined
(1) In 2006 there were 125 days of strikes.
The copper and melybdenum grade are total grade. The molybdenum grade value corresponds to molybdenum disulfide
{molybdenite); molybdenum recovery is presently about 52,54%.

Major mine equipment includes thirty-two trucks for ore hauling with capacity that range between 170 to 240 1ons, eight shovels w.th
individual capacities that range between 16 1o 43 tons. Loading and auxiliary equipment include six drillers, four front loaders, four
motor graders and twenty-one tractors.

Geology

The La Caridad deposit is a typical porphyry copper deposit as seen also in the southwestern basin of United States, The La Caridai
mine uses a conventional open-pit mining method. The ore body is at the top of a moustiain, which gives La Caridad the advantage of
a relative low waste-stripping ratio, natural pit drainage and relative short haul for both ore and waste. The mining method involves
drilling, blasting, loading and haulage of ore and waste to the primary crushers and the waste dumps, respectively.

La Caridad deposit is located in northeastern Sonora, Mexico. The deposit is situated near the crest of the Sierra Juriquipa, about 23
kilometers southeast of the town of Nacozari, Sonora, Mexico. The Sierra Juriquipa rises to elevations of around 2,000 meters in the
vicinity of La Caridad and is one of the many north-trending mountain ranges in Sonora that form a southern exlension of the basin
and range province.

The La Caridad porphyry copper deposit occurs exclusively in felsic to intermediate intrusive igneous rocks and associatzd breccias.
Host rocks include diorite and
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granodiorite. These rocks are intruded by a quartz menzonite porphyry stock and by numerous breccia masses, which contain
fragments of all the older rock types.

Supergene enrichment, consisting of complete to partial chalcosite (Cu,S) replacement of chalcopyrite (CuFeS,). The zone of
supergene enrichment occurs as a flat and tabular blanket with an average diameter of 1,700 meters and thickness generally between 0
and 90 meters.

Economic ore is found as disseminated sulfurs within the central part of the deposit. Sulfide-filled breccias cavities are most abundamt
in the intrusive breccia. This breccia-cavity mineralization occurs as sulfide aggregates which have crystallized in the spaces
separating breccia clasts. Near the murgins of the deposit, mineralization occurs almost exclusively in veinlets. Ore minerals include
chalcopyrite (CuFeS,), chalcosite (Cu,8) and molybdenite (MoS,).

Mine Exploration

We have been mining the La Caridad ore body for over 23 years. The extent of the model area is approximately 6,000 meters by
4,000 meters with elevation ranging from 750 to 1,800 meters.

Fifteen dritliing campaigns have been conducted on the property since 1968. These campaigns drilled a total of 3,238 drill holes.
There are 2,055 reverse circulation drill holes. The rest are diamond dril holes, and some hammer drilling. A total of 549,051 meters
have been drilled through December 2007, )

Currently, La Caridad is drilling a new exploration program; the budget is for 50,000 meters. The target is to get down to the 900
level in order to reduce the drilling space and to define the copper and molybdenum mingralization continuity and also carry out
metallurgical testing for the flotation and leaching processes.

Concentrator

La Caridad uses state-of-the-art compuler monitoring systems at the concentrator, the crushing plant and the flotation circuit in order
to coordinate inflows and optimize operations. The concentrator has a current capacity of 90.000 tons of ore per day.

Ore extracted from the mine with a copper grade over 0.30% is sent to the concentrater and is processed into copper concentrales and
molybdenum concentrates. The copper concentrates are sent to the smelier and the moiybdenum concentrate is exported. The
molybdenum recovery plant has a capacity of 2.000 tons per day of copper-molybdenum concentrates. The lime plant has a capacity
of 340 tons of finished product per day.

La Caridad concentrator plant has a milling capacity of 90,000 tons per day and consists of two primary crushers, six secondary
crushers, twelve fertiary crushers, twelve ball mills, a master milling control system, 100 primary flotation cells, four re-grinding
mills, 96 cleaning flotation cells, twelve thickeners and six drum filters.

SX/EW Plant

Approximately 507.6 million tons of leaching ore with an average grade of approximately 0.25% copper have been extracted from the
La Caridad open-pit mine and deposited in leaching dumps from May 1995 to December 31. 2007. All copper ore with a grade lower
than the mill cut-off grade 0.30%, but higher than 0.15% copper. is delivered to the leaching dumps. In 1995, we completed the
construction of a SX/EW facility st La Caridad that has allowed processing of this ore and certain leach ore reserves that were not
mined and has resulted in a reduction in our copper production costs. The SX/EW
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facility has an annual capacity of 21,900 tons of copper cathodes,

The l.a Caridad $X-EW plant has nine irrigation systems for the dumps and two PLS dums, a container of heads that permits the
cembination of the solutions of both dams and feeds the SX/EW plant with 2 more homogenous concentration. The plant has thnze
trains of solvent extraction with a nominal capacity of 2,070 cubic meters per hour and 94 electrowinning cells distributed in one
single electrolytic bay. The plant has a daily production capacity of 62 tons of copper cathodes with 99.999% purity,

Processing Facilities — La Caridad

Our La Caridad complex includes a smelter, an electrolytic copper refinery, a precious metal refinery and a copper rod plant. The
distance between this complex and the La Caridad mine is approximately 24 kilometers.

Smelter

Copper concentrates from both Cananea and La Caridad are shipped by rail 10 the Lu Caridad smelter where they are processed and
cast into copper anodes of 99.2% purity. Sulfur dioxide off-gases collected from the flash furnaces and converters are processed into
sulfuric acid, a1 two sulfuric acid plants. Approximately 2% to 3% of this acid is used by our SX-EW plants and the balance is sold to
third parties.

Almaost all of the anodes produced in the smelter are sent to the La Caridad copper refinery. The actual installed capacity of the
smelter is 10(X),000 tons per year, a capacity that is sufficient to treat all the concentrates of the La Caridad and Cananea mining
complexes, The smelfer includes a flash type concentrates drier, a steam drier, a flash furnace, one El Teniente modified converted
furnace., two electric furnaces for the cleaning of slag, three Pierce Smith converters, three raffinate furnaces and two casting wheals,
The anede production capacity is 300,000 tons per year.

Refinery

La Caridad includes an electrolytic copper refinery that uses permanent cathode technology. The installed capacity of the refinery is
300,000 tons per year. The refinery consists of an anode plant with a preparation area, an electrolytic plant with an electrolytic cell
house with 1,115 cells and 32 releaser cells, two cathode stripping machines, an anode washing machine, 2 slime treatment plant 2nd a
number of ancillary installztions. The refinery is producing grade A copper cathode of 99.99% purity. Anodic slimes are recoverzd
from the refining process and sent to the slimes treatment plant where additicnal copper is extracted. The slimes are then filtered,
packed and shipped to the La Caridad precious metals refinery to produce silver and gold.

The operations of the precious metal refinery are divided into two stages: (i) the antimony is eliminated from the slime, and (ti) the:
stime is dried in a steam dryer. After this the dried slime is smelted and a go'd and silver alloy is obtained. which is known as dor:,
The precious metal refinery plant has a hydrometallurgical stage and a pyrometallurgical stage, besides a steam drier, dore molding
system Kaldo furnace, 20 electrolytic cells in the silver refinery, one induction {urnace for sitver, one silver ingot molding system, two
reactors for obtaining fine gold. The process ends with the refining of the gold and silver alloy.
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Copper Rod Plant

A rod plant at the La Caridad complex was completed in 1998 and reached its full annual operating capacity of 150,000 tens in 1999.
The plant is producing eight millimeter copper rods with a purity of 99.99%. The rod plant includes a venical furnace, one retention
furnace, one molding machine, one laminating machine, one coiling machine and one coil compacter.

Other facilities include a lime plant with a capacity of 132,000 tons per year; two sulfuric acid plants. one with an annual capacity of
2.625 tons and the second with an annual capacity of 2,135 tons; three oxygen plants. two with a production capacity of 200,000} tons
per year and the third. with a capacity of 100,000 tons per year: and two power turbogenerators that use the kiln residual heat from the
furnace, the first with a 11,5 megawatt capacity and the second with a 25 megawatt capacity.

The table below sets forth 2007, 2006 and 2005 production infermation for the La Ciaridad processing facilities:

2007 2006 2005
Smelter
Total copper concentrate smeited (kt) 684.8 724.0 894.7
Anode copper production R (ko) . 244 2424 2324
Average copper content in anode (%) 99.19 99.28 99.25
Average smelter recovery (%) 97.55 9744 97.40
Sulfuric acid production (kt) 6743 670.5 8334
Refinery i
Refined cathode production ' _kp 173.3 200.4 2337
Refined silver production (000 kg) 1£0.1 131.0 142.5
Refined gold production (Kg) ] 544 722 817
‘Red Plant ) .
Copper rod production (k1) 96.6 96.6 113.2
. 24107 2006 20105
Sales data: o i . )
Copper concentrate . kt) — - 2.7
Average reatized price copper concentrates ($ perib) - -— 1.73
Average realized price copper rod (8 perIb) 3.24 3.1 1.75
Average premium coppet rod ($ per Ib) 007 0.08 0407
Average realized price gold (8 per ounce) 660,57 596.83 44292
Average realized price silver ) (§ per ounce) 13.04 11.58 7.40
Average realized price sulfuric acid ($ per ton) 47.66 41.86 35.52
Key: kt = thousand tons

MEXICAN IMMSA UNIT

Cur IMMSA unit (underground mining poly-metaliic division) operates five underground mining complexes situated in central and
northern Mexico and produces zinc, lead, copper, silver, gold and has & coal mine. These complexes include industrial processing
facilities for zine, lead, copper and silver. All of IMMSA’s mining facilities employ exploitation systems and conventional
equipment. We believe that all the plants and equipment are in satisfactory operating condition. IMMSA's principal mining facilities
include Charcas, Santa Barbara, San Martin, Santa Eulalia and Taxco.
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The table below sets farth 2007, 2006 and 2005 production information for our Mexican IMMSA unit:

_ 2007 2006 2005
Average annual operating days(*) X 290 323 3y
Total material mined and milled (kt) 3,863 4,407 4,618
Zinc average ore grade % 3.62 3.56 354
Zinc concentrate (kt) 2128 252.1 2645
Zinc concentrate average grade i (%) 5432 ° 54.17 54.3%
Zine average recovery (%) ‘ 86.47 87.06 86.8(
Lead average ore grade i ] (%) . X 0.63 0,57 0.5,
Lead concentrate (kv 394 38.9 38:
Lead concentrate average grade (%) 49.53 49.06 50.71.
Lead average recovery (%) 71.09 76.32 72.7C.
Copper average ore grade (%) 0.39 041 i 044
Copper concentrate (kty 36.9 46.4 564
Copper concenltrate average grade (%) 24.51 2mn 22.68.
Copper average recovery (%) 59.52 59.09 62.32

kt = thousand tons
(*) Weighted average annual operaling days based on tetal material mined and milled in the five mines: Charcas, San Martin, Taxco,
Santa Barbara, and Santa Eulalia,

Charcas

The Charcas mining complex is located 111 kilometers north of the city of San Luis Polosi in the State of San Luis Potosi, Mexico.
Charcas is connected to the state capital by a paved highway of 130 kilometers. 14 kilometers from the southeast of the Charcas
complex is the “Los Charcos™ railroad station which connects with the Mexico-Laredo railway. Also. a paved road connects Charcas
to the city of Matehuala via a federal highway and begins a1 the northeast of the Charcas town site. The complex includes three
underground mines (San Bartolo, Rey-Reina and L.a Aurora) and one flotation plant that produces zine, lead and copper concentrat:s,
with significant amounts of silver, The Charcas mining district was discovered in 1573 and operations in the 20th century began in
1911. The Charcas mine is characterized by low operating costs and good quality ores and is siweated near the zinc refinery. The
Charcas mine is now Mexico's largest producer of zinc.

The Charcas complex’s equipment includes eleven jumbo drilling tools, nineteen scoop trams for mucking and loading, four trucks
and three locomatives for internal ore haulage and three hoists, In addition, the mill has one primary crushet, one secondary crusher
and two tertiary crushers, four mills and three flotation circuits.

Geology

The Charcas mining district occupies the east-central part of the Mexican Central Mesa and is part of the Sierra Madre metallogenic
province. Geological history starts in the Supertor Triasic. where sandy clay sediments were deposited argilloarenaceous. Due io
emersion in the beginning of the Jurassic Superior, the sediments suffered intense erosion, settling on continental sediments. This
sequence was affected by tectonic effort, which folded and failed on this rock package. Later the positioning of intrusive rocks
originated fractures, which pave way to positioning of mineral deposits. The site’s paragenesis suggests two stages of mineralization.
First minerals are rich in silver, lead und zinc, with abundant cilcite and small quantities of quartz chalcopyrite. Second, there Is a
link of copper and silver, where the characteristic minerals are chalcopyrite, lead ore with silver content, pyrite and
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scarce sphalerite. Economic ore is found as replacement sulfurs in carbonates host rock. The ore mineralogy is comprised
predominantly of calcopyrite (CuFeS,), sphalerite (ZnS), galena (PbS) and silver minerals as diaphorite (Pb,Ag,Sb,5,).

Mine exploration

In Charcas, 16,466 meters of diamond drilling were executed from underground stations and 28,568 tons from surface. With this
drilling, 2,115,557 tons were added to the reserve base in 2007,

The table below sets forth 2007, 2006 and 2005 production information for our Charcas mine:

o ) o ) 2007 2006 2005
‘Apnug] operating days . . , (days) ] 323 324
Total material mined and milled . i X k) . 1,259 R X 1,328
Zing average ore grade () 5.46 537 5.68
Zinc concentrate o i (kt} _ 1124 117.8 . 123.6
Zinc concentrate average grade i (%) 691 56.90 BRI
Zinc average recovery B o N ) ) . %314 S9297 - 93.59
Lead average ore grade (%) 0.32 - 020 0.29
Lead concentrate ) (ki) 16 4.6 _ 60
Lead concentrate avernge grade - .. %) ) EEN N 2114 } 36.75
Lead average recovery . . (%) _. _ 6378 4586 56.14
Copper average ore grade (%) ) 0.22 0.21 - 020
Copper concentrate o . (kt) 42 . 42 25
Copper concentrale sverage grade _ B ) I 2607 2608 . 27.62
Copper average recovery (%) 40.07 38.16 30.36

kt = thousand tons

The Charcas mine uses the hydraulic cut-and-fill method and the room-and-pillar mining method with descending benches. The
broken ore is hauled to the underground crusher station. The crushed ore is then hoisted to the surface for processing in the flotation
plant to produce lead, zinc and copper concentrates. The capacity of the flotation plant is 4,000 tons of ore per day. The lead
concentrate produced at Charcas is treated at a third party refinery in Mexico. The zinc and copper concentrales are treated at our San
Luis Potosi zinc refinery and copper smelter.

Santa Barbara

The Santa Barbara mining complex is located approximately 26 kilometers southwest of the city of Hidalgo det Parral in southern
Chihuahua, Mexico. The area can be reached via paved road from Hidalgo del Parral, a city on a federal highway. Chihuahua, the
state capital i5 located 250 kilometers north of the Santa Barbara complex. Additionally, El Paso on the Texas border is located 600
kilometers north of Santa Barbara. Santa Barbara includes three main underground mines (San Diego, Segovedad and Tecolotes) and
a flotation plant and produces lead, copper and zinc concentrates, with significant amounts of silver. Gold-bearing veins were
discovered in the Santa Barbara district as early as 1536. Mining activities in the 20th century began in 1913.

The mining operations at Santa Barbara are more diverse and complex than at any of the other mines in our Mexican operations, with
veins that aggregate approximately 21 kilometers in length. Each of the three underground mines has several shafts and crushers.
Due to the variable characteristics of the ore bodies, four types of mining methods are used: shrinkage stoping, long-hole drilled open
stoping, cut-and-fill

55




stoping and horizontat bench stoping. The ore, once crushed, is processed in the flotation plant to produce concentrates. The flotation
plant has a capucity of 6.000 tons of ore per day. The lead concentrate produced is treated at a third panty refinery in Mexico. The
copper concentrates are treated ar our San Luis Polosi copper smelter, and the zinc concentrates are either treated at the San Luis
Potosi zine refinery or exported.

The major mine equipment at Santa Barbara includes fifteen jumbo drilling tools, two Simba drilling toals, thirty-six scoep trams,
twelve trucks and eleven locomotives for internal ore haulage, seven trucks [or external haulage and six hoists, For treating the ore,
there are four primary jaw crushers, one secondary crusher and two tertiary crushers, three mills and three flotation circuits. The
concentrator plant has a milling capacity of 6,000 tons of ore per day.

Geology

The majority of production from the district comes from quartz veins within faults and fractures. The nerth to northwestern trendingg
veins is up to several kilometers long. dips steeply to the west and is 0.5 to 30 meters wide. Ore shoots up to several hundred meters
in length. extends 1o at least 900 meters below the surface and is separated from other ore by 0.5 10 1 meter of barren quantz vein.
Moetal zoning vecurs in some veins, with zine and lead content generally decrcasing with depth and copper increasing with depth.
Three main systems of veins exist inside the district, represented by the veins Coyote, Segovedad Novedad and Coyote Seca Palmar.
In addition 10 the main veins, there are many smaller sub-paratlel to branching ore bearing veins. Economic ore minerals include
sphalerite {Zn8), marmatite (ZnFeS), galena (PbS). chalcopyrile (CuFeS,) and tetrahedrite (CuFe|,8b,S ,). Gangue minerals include
quartz. (Si0,), pyrite (FeS,). magnetite (Fe,0,), pirrotite (Fe,+5), arsenupyrite (FeAsS) and fluorite (CaF,).

The Santa Burbara district has mineralization to indicate that it will continue to be a significant producer of lead. copper and zinc for
decades. The full potential of the district has not yet been defined. but the area seems to justify an increase in exploration.

Mine Exploration:

In Santa Barbara. 16.882 meters were drilled from undesground stations and 5,323 meters from the surface in 2007. The measured
resource developed was 1.208,560 tons.
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The 1able below sets forth 2007, 2006 and 2003 production information for our Santa Barbara mines:

, . 2007 2006 2005
Annual operating days . (days) 326 326 328
Total material mined and milled (kt) 1,450 1,484 1.487
Zinc average ore grade (%) 218 2.1 2.28
Zinc concentrate (ko 48.6 48.6 54.2
Zinc concentrate average grade (%) 53.94 5438 53.99
Zinc average recovery (%) 82.82 84.50 86.33
Lead average ore grade (%a) 0.85 0.86 0.92
Lead concentrate (ko) 19.5 20.1 205
Lead concentrate average grade (%) 5240 54.11 55.43
Lead average recovery (%) 83.02 §5.20 83.24
Copper average ore grade (%) 0.53 0.52 0.50
Copper concentrate {kt) 15.1 14.3 14.3
Copper concentrate average grade (o) 29.81 30,20 29.39
Copper average recovery {%) 58.49 56.10 56.45

kt = thousand tons

San Martin

The San Martin mining complex is located in the municipality of Sombrerete in the western pan of the state of Zacatecas, Mexico.
approximately 101 kilometers southeast of the city of Durango and nine kilometers east of the Purango State boundary. Access to the
propenty is via a federal highway between the cities of Durango and Zacatecas. A paved six kilometer road connects the mine and
town of San Martin with the highway. The city of Sombrerete is about 16 kilometers cast of the property. The complex includes an
underground mine and a flotation plant and produces lead, copper and zinc concentrates, with significant amounts of silver. The
mining district in which the San Martin mine is located was discovered in 1555. Mining operations in the 20th century began in
1949, San Martin lies in the Mesa Central between the Sierra Madre Occidental and the Sierra Madre Oriental.

The horizontal cut-and-fill mining method is used at the San Martin mine, The broken ore is havled (o the underground crusher

station. The ore is then brought to the surface and fed to the flotation plant to produce concentrates. The flotation plant has a total
capacity of 4,400 tons of ore per day. The lead concentrate is treated at a third party refinery in Mexico. The copper concentrate is
treated at our San Luis Potosi copper smelter and zinc ‘concentrate is cither treated a1 the San Luis Polosi zine refinery or exported.

The major mine equipment at San Martin includes eight jumbo drilling tools, thirteen scoop trams, nine trucks and three hoists. For
treating the ore, there are two primary jaw crushers, two secondary crushers und one tertiary crusher, two mills and three flolation
circuits. The concentrator plant has a mill capacity of 4,400 tons of ore per day.

Geology
San Martin lies in the Central Mesa between two major geologic provinces, Sierra Madre Occidental and Sierta Mudre Oriental. The
main sedimentary rock-formation in the San Martin district is the Upper Cretaceous Age Cuesta del Cura limestone. The formation is

an interlayered sequence of shallow marine limestone and black chert, and it is overlain by Indura formation which outcrops at the
foot of the topographic heights of the Cuesta del Cura formation. [t consists mainly of ahiernating shales and fine-
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grained clayed imresiones in ten w thirty centimeter thick layers.

The district’s most important mineral deposits are replacement veins and bodies generated in the skarn by Cerro de la Gloria
granodiorite intrusion. An extensive zone of skarn west of the intrusive, hosty the San Marcial, Ibarra and Gallo-Gallina main ore
veins, which appear at the surface for distances of up to 1,000 meters, with thicknesses of 40 centimeters to four meters, paralleling
the intrusive contact. In the ceatral part of the deposit there is a horizontal zoning with respect to the contact of the intrusive with bigh
values of silver and copper. [n the top of the deposit there is mostly lead and zinc. In the northeast/east over concentric structures jo
the intrusive there is an increment of lead, zinc and sikver in the skarn. Economic ore is found as replacement ore bodies between the
main veins as massive and disseminated sulfides with widths from eight meters up to 200 meters. These bodies consist mostly of
chalcopyrite {CuFeS:), sphalerite (ZnS). galena (PbS), bomite (CusFeS.), tetrahedrite (CuFe:SbaS13), native silver (Ag), pyrrite (FeS),
arsenopyrite (FeAsS) and stibnite (Sb:S13). Molybdenum and tungsten are found in little portions in the skarn near the contact
associated with the calcite.

Mine Exploration

A total of 15,895 meters of diamond drilling were executed in Sun Martin in 2007, 4,117 meters from underground and 11,778 meters
from surface. A total measured resource of 2,091.964 tons has been developel.

The table below sets forth 2007, 2006 and 2005 production information for our San Martin mines:

2007 2006 005
Annu) operating days {daysy (1) 171 239 n
Totul material mined and milled (k) 625 926 1.231
Zine average ore grade (%) 1.76 217 203
Zinc concentrate (kt) 16.0 299 36.7
Zinc concentrate average grade (%) 51.68 51.45 51117
Zine average recovery (%) 15.16 76.67 5.25
Leud average ore grade (%) 0.18 0.21 020
Lead concentrate (k1) 1.1 2.6 2.4
Leud concentrate average grade (%) 32.26 34.02 31.60
Lead average recovery (%) 3296 44.65 29,16
Copper average ote grade (%) 0.69 671 080 |
Copper concentrate (kt) 17.6 279 392
Copper concentrate average grade () 19.59 18.38 19.87 ;
Copper average recovery Y (%) . 80.21 77.89 79.05

kt = thousand tons
(1) There were 136 and 77 days of strikes in 2007 and 2006, respectively. As a consequence San Martin lost 6,078 tons of zinc in
concentrates, 477 tons of lead in concentrates and 2,237 tons of copper in concentrates in 2007.

Santa Eulalia

The mining district of Sana Euialia is located in the central part of the state of Chihuahua, Mexico, approximately 26 kilemeters eas:
of the city of Chihuahua. This district covers approximately 48 square kilometers and is divided into three fields: east field, central
ficld and west field. The west field and the east ficld, in which the principal mines of the complex are found, are separated by six
kilometers, The Buena Tierra mine is located in the west field and the San Antonio mine is located in
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the east field. The mining district was discovered in 1590, although exploitation did not formally begin until 1870.

The district of Santa Eulalia is connected 10 the city of Chihuahua by a paved road (highway no. 45); at a distance of ten kilometers
there is a paved detour to Aquiles Serdan and Francisco Portillo (also known as Santo Domingo) where the Company’s offices und the
Buena Tierra mine are located. Access to the Buena Tierra mine and San Antonio mine is through an 11 kilometer unpaved road.

The Santa Eulalia mine suspended operations from October 2000 to December 2004, during which time rehabilitation work was
completed at the San Antonio shaft and pipes were instatled to expand the pumping capacity to 10,500 gallons per minwte. In
January 2005, operations restarted at the Santa Eulalia mine, with a production plan for 236,900 tons. The flotation plant, at which
lead and zinc concentrates are produced, has a capacity of 1,500 tons of ore per day. The lead concentrate is treated at a third party
refinery, and the zinc concentrate is treated at our San Luis Potosi zinc refinery.

Major mine equipment at the Santa Eulalia mine includes five Jumbo drilling tools, nine scoop trams for mucking and loading, two
trucks and two hoists. For treating the ore, there are one primary crusher, one secondary crusher and one tertiary crusher, two mill
crushers, one mill and two flotation circuits. The concentrator plant has a milling capacity of 1,450 tons of ore per day.

Geology

Santa Eulalia is the largest of a number of similar districis that Yie along the intersection of the Laramide-aged Mexican Thrust Belt
and the Tertiary volcanic plateau of the Sierra Madre Occidental. Deposits throughout the belt oceur in a thick Jurassic-Cretaceous
carbonate succession that overlics Paleozoic or older crust. :

The main sedimentary rock in the Santa Eulalia district is the Lower Cretaceous Limestone. These are irregularly covered by volcanic
sedimentary conglomerates that are overlaid by volcanic rocks of the tertiary and alluvial material of the Quaternary Age.

In the Santa Eulalia mining district a thickness of 500 meters of sedimentary rocks is known to exist which consists of the following
formations: 1) Formation Lagrima (limestone fossils); 2) Formation Glen Rose (limestone blue and at its base a black limestone
appears); and 3) Formation Cuchilto (limestone with shale). Dikes and sills of riolite composition and sills of diabase also exist.

In the district there are several systems of fractures and faulis associated with the emplacement of felsitic and maphic intrusives. The
most important controller of the ore bodies are the north-south fractures.

The mineralization corresponds in ils majority to ore skams — silicoaluminates of calcium, iron and manganese with variable
quantities of lead, zinc, copper and iron sulfides, located in the planes of crossings in the interstices of the silicates.

Economic ore is found as replacement in the Limestone Glen Rose in the contact with dikes and sills and replacements in diabase
sills. The mineralogy is comprised predominantly of sphalerite (Zn§), galena (PbS) and small quantities of pyrargyrite {Ag35bSs).

Mine Exploration

At Santa Eulalia, in 2007, 7.211 meters were drilled from underground stations and 3,392 meters from the surface. An additional
measured resource of 138,400 tons was developed.
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The table below sets forth 2007, 2006 and 2005 production infermation for our Santa Eulalia mine:

2007 2006 2005
Annual operating days {days) 326 326 320
Total material mined and milled (kt) 281 244 210
Zinc average ore grade (%) 6.60 6.95 8.08
Zine concentrate (kt) 28.1 26.1 24.8
Zinc concentrate average grade (%) 50.23 5019 Si.73
Zinc average recovery (%) 76.14 78.75 75.63
Lead average ore grade (%) 2.24 204 1.83
Lead concentrate (kt} 8.5 7.1 45
Lead concentrate uverage grade ) 61.10 56.17 60.32
Lead average recovery (%) 82.35 80.13 69.75

kt = thousand tons

Taxco

The Taxco mining complex is focated on the outskins of the city of Taxco in the northern part of Guerrero State, Mexico,
approximately 71 kilometers from the city of Ceernavaca, Morelos, where access through the highway 1o the complex is possible.
The complex includes several underground mines (San Antonio, Guerrero and Remedios) and a flotation plant and produces lead znd
zine concentrates. with some amounts of gold and silver. The mining district in which the Taxco mines are located was discovered in
1519. Mining activities in the 20th century commenced in 1918, The Taxco district lies in the northern part of the Balsas-Mexcali
basin adjacent to the Paleozoic Taxco-Zitacuaro Massil.

IMMSA employs shrinkage, cut-and-fill and the room and pillar mining methods at the Taxco mines. The flotation plant has a
capacity of 2,000 tons of ore per day. The lead concentrate is treated at a third party refinery in Mexico. The zine concentrate is
either treated at the San Luis Potosi zinc refinery or exported,

The major mine equipmeni at the Taxco complex inctude four Jumbo drilling wols, ten scoop trams for mucking and loading, five
trucks and three locomotives for internal ore haulage and three hoists. For treating the ore, there are two primary crushers, one
secondary crusher and two tertiary crushers, three mills and two flotation circuits. The concentrator plant has a milling capacity of
2.000 tons of ore per day.

Geology

The Tuaxco district is stratigraphically formed of rocks from Jurassic to recent periods, which are described below, with emphasis on
the mineralizution controt characteristics. The Taxco schist is composed of a serics of schists and fylites, most likely from a volcanic-
sedimentary sequence of tufa and limonites. They represent a sequence of metamorpholegical arch and its age has been defined as
Jurassic Medium. The Morelos formation from the Upper Cretacecus age (Apian-Turonian) lies on a discordant form over Taxco
schist and its contact is several times marked by a clay zone {mylonites) and breccia, which implies a shifting of this unit over the
schist {packs). The Mezcala formation is constituted by a sequence of shale and sandstone with some inter-stratified layers of
limestone. Its base is calcarean. Its top tends to be rich in clay with thin limestone tayers. The Balsas group, which is constituted y
conglomerates and is sandy on its base, rests in discordance form on an erosioned surface from the Mexcala formation, The Tilzapotla
Ryolite 15 the newest
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rock, which emerged in the district before the alluvial deposit. It is formed of fux. breccia. tuffaceous, ignimbrites and vitrophyrre of
ryolite composition.

There are four types of ore deposits found in Taxco district. 1n order of importance they are as follows: fissure-filling veins,
replacement veins, blanket-like replacement bodies (so called “mantos™), stock works and brecciate chimneys. The three first ones are
imimately retated and they were formed in the same era. although in different stages.

The veins reach up 10 two kilometers in length with a variable potency of thirty centimeters up to eight meters, which is the case of
copper veins at the mines of Guerrery, Hueyapa and Palo Amarillo at the San Antonio mine; the Remedios mine has among other
veins, El Muerto and El Cristo reaching one kilometer in length and five meters in average potency.

Economic ore is found in the deposit in veins, Ore mineral include argentiferous galena (PbS), sphalerite (ZnS). pyrargyrite
{Ag;SbS:), and other sulfosaits, and replacement “mantos.” The most mineralized zones are in the vicinity of the veins with the
limestone. The mineralization is more intensive in the base of the limestone and consists of sphalerite (ZnS), galena (Ph3), pyrite
{FeS) and magnetite (FeOFe:Oy).

Mine Exploration

The drilling in this property was 4,197 meters from underground stations, No measured resources were added to the reserve base in
2007 as strike activity prevented this,

The table below sets forth 2007, 2006 and 2005 production information for our Taxco mine:

2007 26 2005
Annial operating duys (days) (1) 171 323 215
Total material mined and milled (kt} 248 411 363
Zinc average ore grade {9%) 4.08 4.0 392
Zinc concentrate (k1) 7.7 29.7 25.0
Zinc concentrate average grade (%) 47.83 48.35 48.66
Zinc average recovery (%) 83.77 87.29 85.51
lLead average ore grade (%) 0.56 0.65 0.80
Lead concentrate (kt) 24 4.6 5.1
Lead concentrate average grade (%) 43.69 46.16 48.24
Lead average recovery (%) 74.97 79.24 85.03

&t = thousand tons
{1) There were 136 days of strike in 2007, As a result it is estimated that Taxco Jost 5,531 tons of zinc in concentrates and 873
tons of lead in concentrates.

Processing Facilities - San Luis Potosi

Our Sun Luis Potosi electrolytic zine refinery is located in the city of San Luis Potost. in the state of San Luis Potosi, Mexico. The
San Luis Potosi copper smelter is adjacent to the refinery. The city of San Luis Potosi is connected to our refinery and smelter by a
major highway and our refinery and smelter are connected to each other by paved roads.
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Smelter

The San Luis Potosi copper smelter has been in operation since 1925 and has gone through several phases of modernization,
principatly over the last ten years. The smelter presently has the capacity to process 230,000 tons of copper concentrate per year.

The plant operates one biast furnace (with a second on stand-by) that smelts incoming materials, mainly copper concentrates and
copper by-products from lead plams, to produce a copper matte. The copper malte is then treated in one of the two Pierce Smith
converters, producing copper blister (95.7% copper). which in 2007 contained approximately 1.5 ounces of gold and 397 ounces of
silver per ton of copper blister produced. Of a total copper concentrate intake of 48,107 tons in 2007, approximately 80% was
supplied by the IMMSA unit’s mines and the remaining amount was smelted under 101} arrangements with third parties. All of the
blister production is sold to third party refineries throughout the world.

The San Luis Potosi copper smelter’s equipment include two yard lecomotives, two drag-shovels, twenty dump cars and six mechanic
front loaders for the fummace charge mixing. Smelting and conversion equipment include three blast furnaces, two Pierce Smith
converter furnaces, two molding furnaces, six electric front loaders, six towing units, three narmow way locomotives, two bridge
cranes, two 7-10n cranes and three hoists. Venting system equipment includes nine fans with different capacities and two filtering bag
houses. This plant has a smelting capacity of 24,000 tons of blister copper per year.

As the materials treated at the smelter contain various impurities (especially lead and arsenic), the facility has been equipped with en
arsenic recovery plant for treatment of the flue dust produced in the blast furnace section. This material contains approximately 35%
lead and 18% arsenic which, when treated, produces approximately 1.800 tons per year of high purity arsenic trioxide which is, in
turn, sold in the United States principally to the wood preserving industry. Approximately 13,000 tons per year of lead bearing
calcines (approximately 32% lead) are sold annually to Industrias Pefioles, S.A, de C.V. (“Peficles™).

The 1able betow sets forth 2007, 2006 and 2005 production information for cur San Luis Potosi copper smelter:

2007 2006 2005
Total copper concentrate smelted (k1) 48.1 48.1 50.2;
Blister copper production (kt) 203 20.2 213,
Silver in blister 01, per ton} 397 460 400
Gold in blister {0z, per ton} 1.5 1.6 1.0
Copper average grade in blister (%) 96.06 96.75 98.17,
Average smelter recovery (%) 97.18 98.13 96.89
Average realized price copper blister (Sper pound) 3.35 151 1.83

ki = thousand tons
Zinc Refinery
The San Luis Potosi electrolytic zinc refinery was builtin 1982, It was designed to produce 105,000 tons of refined zinc per year by
treating up to 200,000 tons of zinc concentrate from our own mines, principally Charcas, located only 113 kilometers from the
refinery. The refinery produces special high grade zinc (99.995% zin¢), high grade zine {over 99.9% zine) and zinc-based alloys with

aluminum, lead. copper or magnesium in varying quantities and sizes depending on market demand,

The electrolytic zinc refinery’s major equipment includes a roaster with a capacity of 85 m2 of roasting area, a steam recovery boiler
and an acid plant. There is a calcinea processing area with five leaching stages: neutral, hot acid. intermediate
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acid, acid, purified fourth and jarosite, as well as two stages for solution purifying. Additionally, the equipment includes a cell house
with two electrowinning circuits to finally obtain metallic zinc: an alloy and molding area with two induction furnaces and four
molding systems, two of them with chains to produce 25 kilogram ingots: and twa casting wheels to manufacture one ton Jumbo
pieces. This refinery has a production capacity of 104,000 tons of refined zinc per year.

The table below sets forth 2007, 2006 and 2005 production information for our San Luis Potosi zinc refinery:

2007 2006 (1} 2005
Total zinc concentrate treated (kt) 180.7 118.0 166.8
Refined zinc produced (kt) 90.9 453 101.5
Sulfuric acid produced (kt) 165.1 98.5 1763
Refined silver produced (kt) 10.0 9.2 14.6
Refined gold produced k) ER:] 7.0 4,0
Refined cadmium produced (ki) 0.6 0.4 0.7
Average refinery recovery (%) 94.0 73.35 94.57
Average realized price refined zine . ($ perlb) 1.46 1.67 0.64
Average realized price zinc concentrate (5 per Ib) 1.57 1.46 0.64
Average realized price silver (3 per oz} 13.02 11.45 7.19

kt = thousand tons
(1) Some production was lost due 10 a fire at the refinery in the first quarter of 2006.

Nueva Rosita Coal and Coke Complex

The Nueva Rosita coal and coke complex. which began operations in 1924, is located in the state of Coahuita, Mexico on the outskirts
of the city of Nueva Rosita near the Texas border. It includes a) an underground coal mine, which has been closed as a result of a gas
explosion in February 2006: b) an open pit mine with a yearly capacity of approximately 356,000 tons of coal; c) a coal washing plant
completed in 1998 with a capacity of 900,000 tons per year that produces clean coal of a higher quality; and d) a re-engineered and
modernized 21 coke oven facility capable of producing 105,000 tons of coke (metallergical, nut and fine) per year of which 95,000
tons are metallurgical coke. There is also a by-product plant to clean the coke gas oven in which tar, ammonium sulfate and light
crude oil are recovered, There are also boilers to produce 0,000 steam pounds that are used in the by-products plant. The re-
engineering and modemization of 21 ovens was completed in April 2006 and it is presently operating with no problems to report.

At present, the coke oven installation supplies the San Luis Potosi copper smelter with low-cost coke, resulting in significant cost
savings to the smelter. The surplus production is sold to Pefioles and other Mexican consumers in nonthern Mexico. We expect to sell
63,670 1ons of metallurgical coke in 2008.

Exploration:

At Nueva Rosita, 59,446 meters of diamond drilling were done at the Guayacun, Esperanza, Obayos and El As areas. Through this
drilling we identified approximately 29 million tons of in-situ mineralized materials at Esperanza and approximately 12 million tons at
Guayacan, The drilling at Obayos is still in a preliminary stage and at El As the drilling results indicated an absence of significant
resources. There was no drilling activity at Esperanza and Obayos in 2007,
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The table below sets forth 2007, 2006 and 2005 preduction information for our Nueva Rosita coal and coke complex:

2007 2006 2005

Coal mined - underground mine (ki) — 294 2570,
Coal mined - open pit (kv 97.4 185.9 407.1
Total coal mined (ke) 974 215.3 664.1:
Average BTU content BTU/Lb 9.054.9 9,720.0 10,017.2
Average percent sulfur % 1.78 0.80 1.02]
Clean coal produced (kt) 558 52.8 1810
Coke tonnage produced (k1) 63.4 55.7 4.4
Average realized price coal ($ per ton) 29,01 25.49 2441
Average realized price arsenic clean coal (3 peron) — 41.07 62.83 ]
Average realized price coke (8 per ton) 197.0 222,35 197.99
kt = thousand tons v

In the Pasta de Conchos mining complex within the mine there are five continuous mining circuits, six transporting cars, two
locomotives, one long wall equipment and a cutting machine. There is also a hoist to transport materials inside the unit; a breaker in
the surface to feed the washing plant: and a set of 21 coke ovens with a capacity of 100,000 coke tons per year. There is a by-produst
plant to clean the coke gas in which tar. ammonium sulfate and light crude oil ure recovered, There are also two boilers which
produce 80,000 steam pounds that are used in the by-products ptant.

ORE RESERVES:

Ore reserves are those estimated quantities of proven and probable material thar may be economically mined and processed for
extraction of their mineral content, at the time of the reserve determination, “Proven” (measured) reserves are reserves for which

() quantity is computed from dimensions revealed in outcrops, trenches, workings or drill holes: (b) grede and/or quality arg
computed from the reselts of detailed samplings: and (c) the sites for inspection, sampling and measurement are spaced so closely and
the geologic character is so well defined that size, shape, depth and mineral content of reserves are well-established.

“Probable” (indicited) reserves are reserves for which quantity and grade andfor quality are computed from information similar to that
used for proven (measured) reserves, but the sites for inspection, sampling, and measurement are farther apart or are otherwise less
adequately spaced. The degree of assurance. although lower than that for proven {measured) reserves. is high enough to assume
continuity between points of observation. “Mineralized material,” on the other hand. is a mineralized body that has been delineated by
appropriately spaced drilling and/or underground sampling to support the reported lonnage and average prade of metal(s). Such a
deposit does not qualify as a reserve until legal and cconomic feasibility are corcluded based upon 4 comprehensive evaluation of unit
costs, grade, recoveries und other material factors,

Qur proven and probable ore reserve estimates are based on engineering evaluations of assay values derived from the sampling of drill
holes and other openings. We believe that the samplings taken are spaced at intervals sufficiently close enough and the geological
characteristics of the deposits are sufficiently well defined to render the estimates reliable. The ore reserves estimates include
assessments of the resource, mining and metallurgy, as well as economic, marketing, legal, environmental, governmental, soctal and
other necessary considerations,

Qur Peruvian operations. including the Toquepala and Cuajone reserves, are classified into proven {measured). probable (indicated}
and possible (inferred) categories based
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on a RCB I[ndex (Relative Confidence Bound Index) that measures our level of geologic knowledge and confidence in cach block.
The RCB index is a measure of relative confidence in the block grade estimate. This approach combines the local variability of the
composites used to krig a block with the Kriging variunce and incorporates the use of confidence intervals in measuring uncertainty of
the block estimates relative Lo each other. The final resource classification is then based on the distribution of these RCB values for
blocks above 0.05% copper. It is the distribution that is used to find the breaks between proven/probable and probable/possible.

In December 2006. we announced a significant increase in ore reserves at our Peruvian mines. Using a 90 cent per pound copper price
assumption. ore reserves increased 83% in Toquepala and 8% in Cuajone. The metal content has increased by 61% in Toquepala and
22% in Cuajone, extending the life of the Toquepala mine by 23 years and the life of the Cuajone mine by three years.

Our Mexican aperations, including the Cananea and La Caridad reserves, are calculated using a mathematical block model and
applying the Mine-Sight sofiware sysiem. The estimated grades per block are classitied as proven and probable. These grades are
calculated applying a three-dimensional interpolation procedure and the inverse distance squared. Likewise. the quadrant method or
spherical search is implemented in order to limit the number of composites that will affect the bleek’s interpolated value. The
composites data is derived from the geological exploration of the ore body. In order to classify the individual blocks in the model, a
thorough geostatistical variogram analysis is conducted, taking into consideration the principal characteristics of the deposit, Based
on this block model classification, and with the implementation of the Lerch-Grossman algorithm, and the Mine-Sight Pit Optimizer
procedure, mineable reserves are determined. The calculated proven and probable reserves include those blecks that are economically
feasible to mine by open pit method within a particular mine design.

For the IMMSA unit, the basis for reserve estimations are sampling of mining operations and drilling exploration, geographical and
topographic surveys, tracking down all the foregoing in the corresponding maps, measurement, calculations and imterpretation hased
on the maps and reports from the mines, the mills and/or smelters. Mineral reserves are mineral stock which is estimated for
extraction, to exploit if necessary, to sell or utilize economically, all or in part. taking into consideration the quotations, subsidies,
costs, availability of treatment plants and other conditions which the Company estimates will prevail in the period for which reserves
are being calculated. The reserves are divided into proven (85% reliable or mare according to statistical studies) and probable (70-
80% reliable or more according to statistical studies) categories according to their level of reliability and availability. In order to
comply with SEC regulations, proven reserves is a clussification that can only be used for such mineral found on top of the last level
of the mine (either mineral up to 15 meters below the last level or below the first 15 meters only with sufficient driffling (25 or 30
meters between each drifl)).

Annually our engineering department reviews in detail the reserve computations. In addition, the engineering department reviews the
computation when changes in assumptions occur. Changes can occur for price or cost assumptions, results in field drilling or new
geotechnical parameters. We also engage third party consultants to review mine planning procedures.

Pursuant to SEC guidance, the reserves information in this report are calcutmed using average metals prices over the meost recent three
years unless otherwise stated. We refer to these three-year average metals prices as “current ptices.” Qur current prices for copper are
calculated using prices quoted by COMEX, and our current prices for molybdenum are calculated according to Platt’s Meatals Week.
Unless otherwise
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stated, reserves estimates in this report use $2.664 per pound for copper and $28.987 per pound for molybdenum, both current prices
as of December 31, 2007. The current prices for copper and molybdenum were $2.020 and $24.315 as of December 31, 2006 and
$1.261 and $17.817 as of December 31, 2005,

For planning purposes our management uses long-term metals price assumptions for copper and molybdenum. These prices are
intended to approximate average prices over the long term. Starting Decerber 31, 2007 these price assumptions were changed 1o
$1.20 per pound for copper and $9.00 per pound for molybdenum. Average metal prices over the last 10 and 15 year periods and the
continued positive outlook for these metals have led us to reappraise our view of prices. In prior years, we used metals price
assumptions of $0.90 per pound for copper and $5.00 per pound for molybdenum.

For the years 2007, 2006 and 2003, we have used reserves estimates based on ¢urrent average prices as of the most recent year then
ended to determine amontization of mine development and intangible assets; for the years prior to 2006 the same reserve calculation
was used to determine the amount of mine stripping that was capitalized and units of production amortization of capitalized mine

stripping.

We peniedically reevaluate estimates of our ore reserves, which represent our estumate as to the amount of unmined copper remaining
in our existing mine locations that can be produced and sold at a profit. These stimates are based on engineering evaluations derived
from samples of drill holes and other openings, combined with assumptions about copper market prices and production costs at each
of our mines,

For more information regarding our reserve estimates, see “Management’s Discussion and Analysis of Financial Conditions and
Results of Operations—Critical Accounting Policies and Estimates—Ore Reserves.”
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The table below details our proven and probable copper and molybdenum reserves as estimated at December 31, 2007.

Sensltivity to
Change In metals
PERUYI1AN OPEN-PIT UNIT MEXICAN OPEN-PIT LUNIT TOTAL MEXICAN Erlﬂ.‘s 3)
Cuajonc Toquepala Cananea La Carldad OPEN-PIT IMMSA UNIT Increase Decrease
. Mine (}} Mine (2} Mine (1) Mine(ly MINES IMMSA (2} 20% %
Metal prices: . . B . "
Copper ($/1b.) 2.664 2.664 2664 2.664 2664 2.664 3.197 2132
Molybdenum ($1b.) 28.987 28.987 28.987 28.987 28.987 28.987 34,785 2319
Cut-off grade G134 % 0133 % 0.126% 0.120% Q.128% — 0.105% 0,164 %
Sulfide ore reserves
. (thousands of tons) 2,404,338 4373201 6,266,637 31,901,828 16,946,094 44914 18,267,976 14,428.996
Average grade:
Copper 0522% 0443 % 0.3M % 0.226 % 0.386 % 046 % G310 % 0419%
Molybdenum 0019% 0021 % — 0024 % 0.023% — 0023 % 0023 %
Lead — — — — — 095% - -
. Zinc —_ — — R — — 308 % — .-
Leachable material
{thousands of tons) 19,448 1,597,583 1,723.662 983,286 4,323,979 — 4125465 5036814
Leachable matenal grade 0.452% 0,056 % G322 % 0101 % 00e8 % — 0079% | 0.133%
Waste (ihousands of 1ons) (5) 7,054,709 13,001,062 6,663,738 1,036,333 27865842 — 28,808,852 25,819,957
Taotal matenial {thousands of
10n5) 9,478,495 18,981,936 14,654,037 6021447 49135915 — 51,202,292 45,285,797
Stripping ratio 294 334 1.34 0.54 1.99 — 1.80 214
Reserves in ssock {thousands
~ of 10n5) i 20,701 940502 704587 513,291 2,179,081 . — 2179081 2,198406
“Average copper grade [iEE72:2 0.143% 0.127% 02524 F167 % - 0.167% 168 %
In pit reserves {thousands of
[GLS] 19,448 1,597,583 1723,662 981,246 4,323,979 — 4,125,465 5,036,844
Averape copper grade 0.452% 0.056 % 0.132% 0.101 % 0.098 % — 0079 % 0.133 %
Total leachable reserves
(thousands of tons) 40,149 2,538,085 2428249 1,496,577 6,503,060 —_ 6,304,548 7,235,250
Average copper grade 0,467 % 0088 % 0.130% 0.153% 0.121 % — Q.110% 0144 %
Copper contained in ore
reserves (thousand of
tons) (4) 12,639 20,268 26,966 9811 69,684 207 70,786 67,120

(1)  The Cuajone, Toquepala, Cananea and La Caridad concentrator recoveries calculated for these reserves were 86.3%, 86.7%.
_81.0% and 83.0%, respectively, obtained by using recovery formulas according to the different milling capacity and geo-
metallurgical zones.

(2)  The IMMSA unit includes the Charcas, Santa Barbara, San Martin, Santa Eulalia and Taxco mines. Zinc and lead contained in
ore reserves are 1,383 and 427 thousand tons, respectively.

(3)  In preparing the sensitivity analysis, we recalculated our reserves based on the assumnption that current average metal prices
were 20% higher and 20% lower, respectively, than the actual current average prices for year-end 2007. Reserve results of this
sensitivity analysis are not proportional to the increase or decrease in metal price assumptions. The analysis above does not |
include our IMMSA unit’s underground mines, for which the sensitivity analysis is as follows: ’
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(3}

Sensitivity to 20% Change in Metals Prices

Increase 20% Decrease 20% .
Sutfide ore reserves {thousands of 1ons) 46,175 41,928
Average grade copper . 0.45% 0.48 %
Copper contained {thousands of tons) n 212 201 |

Copper contained in ore reserves for open-pit mines is (i) the product of sulfide ore reserves and the average copper grade plus
(i1) the product of in-pit leachable reserves and the average copper grade. Copper contained in ore reserves for underground
mings is the product of sulfide ore reserves and the average copper grode. '

At the Cuajone mine, waste includes 744,731 thousand tons of low grade sulfur material.

AVERAGE DRILL-HOLE SPACING

The fellowing is the average drill-hole spacing fer proven and probable sulfide reserves;

As of December 3, 2007

Proven Prohable
] (average spacing in meters)
Cuajone 82.55 1205k,
Toquepala ) 81.85 116.97
Cananea } 51.96 100.94
La Caridad 4740 97.40
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The table below details our proven and probable copper and malybdenum reserves as of December 31, 2007 caleulated based on long-

term price assumptions of, $1.20 for copper and $9.00 for molybdenum.

Total
Cuajone , Toquepala Cananea L.a Caridad Open-Pit
) Mine Mine Mine Mine Mines IMMSA (1)
Mineral Reserves
Metal prices:
Copper (3/1b.) $1.200 $1.200 $1.200 $1.200 $1.200 $L.20
Molybdenum (5/1b.) $9.00 59.00 $9.00 $5.00 $9.00 $9.00
Cut-off grade 0.318% (.348 % 0312% 0.270 % 0.318% —
Sulfide ore reserves {thousands of
tons) 1,594,589 1,940,206 2,511,484 932,191 6,978,470 40,781
Average grade:
Copper 0.566 % 0.598 % 0577 % 0.348 % 0.550 % 0.49 %
~ Molybdenum 0.020% 0.036 % — 0.026 % 0.028 % —
Lead — — —_ e — 0.97 %
Zinc — — — —_ — 3.08 %
Leachable material
(thousands of tons) 10,902 2,117,946 1,670,689 1,189,125 4,988,662 -
Leachable material grade 0.584 % 0.195% 0.267 % 0.161 % 0212% —
‘Waste {thousands of tons) 3,757,014 7,709,984 3,939,387 425,261 15,831,646 —
Total material (thousands of tons) 5,362.505 11,768,136 8,121,560 2,546,577 27798778 —
Stripping ratio 2.36 5.07 2.23 1.73 2.98 —
‘Leachable material
Reserves in stock (thousands of tons) 20,701 940,502 704,587 513,291 2,179,081 —
Average copper grade 0.482 % 0.143 % 0.127 % 0.252% 0.167 % _
In-pit reserves (thousands of Lons} 10,502 2,117,946 1,670,689 1,189,125 4,988,662 —_
Average copper grade 0.584 <% 195 % 0.267% 0.161 % 0.212% —
Total Leachable reserves (thousands of
~tons} 31,603 3,058,448 2,375,276 1,702,416 7,167,743 —
‘Average copper grade 0.517% 0.179 % 0.225% 0.188% 0.198 % —
Copper contained in ore reserves
(thousands of fons) (2) 9,089 15,732 18,952 5,159 48,932 200

(1)  The IMMSA unit includes the Charcas, Santa Barbara, San Martin
ore reserves are 1,313 and 396 thousand tons, respectively.

. Santa Eulatia and Taxco mines. Zine and lead contained in

(2)  Copper contained in ore reserves for open-pit mines is {i) the product of sulfide ore reserves and the average copper grade plus
(ii) the product of in-pit leachable reserves and the average grade of copper. Copper contained in ore reserves for underground

mines is the product of sulfide ore reserves and the average copper
OVERVIEW OF BLOCK MODEL RECONCILIATION PROCESS

We apply the following block model to mill reconciliation procedure.

grade.

The following stages are identified at the Cugjone, Toquepala, Cananea und La Caridad mines:

1. The mine geologists gather the necessary monthly statistical data from our information system ("SRP”), which provides ore

tons milled and ore grades in the concentrator.

69




2. Mined areas are topographically determined and related boundaries are built,

3. Using the “interactive plannes™ option in our mining software (Minesight), ore tons and grades are calculated inside mineil
areas over the block model. At this point the current cut-off grade is considered.

4. In the final stage, accumulated tons mined, weighted average grade for ore material and leach is compared with data coming

from our SRP syster. '

Tonnage and grade reconciliation for 2007 are as follows:

Long Range Model Mill Variance
Tans Tons Tons
Mine [1: ds) % Copper {th ds) % Copper__ __(thousands) % Copper
Cuajone 29,032 0.731 28,310 (.755 722 (0.024)
Toquepala 22,131 0.735 20,843 0,760 1,288 (0.025)
Cananea 23,656 0.626 23,554 0.5%0 102 0.036
La Caridad ) 30,319 0.403 30,970 0.409 651 0.006

If the estimation error appears greater than 3%, a detailed evaluation is done to review the differences. which normally could result in
more in-fill drilting, in order ta better understand the geelogical characteristics (grade, cock type, mingralization and alteration) and
the spacing of drill holes which are considered in the ore body zone.
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Item 3. Legal proceedings

Reference is made to the information under the caption “Litigation Matters™ in the Consolidated Combined Financial Statement Note
14 “Commitments and Contingencies.”

Item 4. Submission of Matters to a Vote of Security Holders.

None

Executive Officers of the Registrant

Set forth below are the cxecutive officers of the Company, their ages as of January 31, 2008 and their positions.

Name Ape Position

‘German Larrea Mota-Velasco 54 Chairman of the Board and Director

Oscar Gonzalez Rocha 69 President, Chief Executive Officer and Director

Xavier Garcia de Quevedo Topete 61 President, Chief Executive Officer of Southern Copper Minera Mexico, Chief
. Operating Officer of SCC and Director

Genaro Guerrero Diaz Mercado 48 Vice President, Finance and Chief Financial Officer

Armmando Ortega Gomez 47 Vice President, Legal, General Counsel, Secretary and Director
Jose N. Chirinos Fano 66 Comptroller

‘Mario Vinageras Barroso 52 Vice President, Commercial

Vidal Muhech Dip . 67 Vice President, Projects

Remigio Martinez Miiller 61 Vice President, Explorations

German Larrea Mota-Velasco has served as our Chairman of the Board since December 1999, Chief Executive Officer from
December 1999 to October 2004 and as a member of the Board of Directors since November 1999, He has been Chairman of the
Board of Directors, President and Chief Executive Officer of Grupo Mexico (holding) since 1994, Mr. Larrea has been Chairman of
Americas Mining Corporation (holding) since 2003 and was its Chief Executive Officer from 2003 to September 6, 2007. Mr. Larrea
has been Chairman of the Board of Directors and Chief Executive Officer of Grupo Ferroviaric Mexicano 5.A. de C.V (railroad
company) since 1997, Mr. Larrea was previously Executive Vice Chairman of Grupo Mexico and has been » member of the Board of
Directors since 1981. He is also Chairman of the Board of Directors and Chief Executive Officer of Empresarios Industriales de
Mexico, S.A. de C.V. (holding), Compaiiia Perforadora Mexico, S.A. de C.V., (drilling company), Mexico Compaiiia Constructora,
S.A. de C.V. (construction company} and Fondo [nmobiliario (real estate company). since 1992. He founded Grupo Impresa, a
_printing und publishing company in 1978, remaining as the Chairman and Chief Exccutive Officer until 1989 when the company was
sold. He is also a director of Banco Nacional de Mexico, S.A. (Citigroup), which forms part of Grupo Financiero Banamex, S.A. de
C.V., Consejo Mexicano de Hombres de Negocios, and Grupo Televisa, S.A.B.

Oscar Gonzalez Rocha has served as our President since December 1999 and our Chief Executive Officer since October 21, 2004.
He has been our Director since November 1999, Previously, he was our General Director and Chief Operating Officer from
December 1999 (0 October 20, 2004. He has been a Director of Grupe Mexico since 2002 and General Director of Mexicana de
Cobre, $.A. de C.V. from 1986 to 1999 and of Mexicana de Cananea S.A. de C.V. from 199010 1999. He was an Aliernate Director
of Grupo Mexico from 1988 to April 2002.

Xavier Garcia de Quevedo Topete has served as President and Chief Executive Officer of Southern Copper Minera Mexico since
September 2001 to date and as our Chief Operating
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Officer since April 12,2003, He atso served as a member of our Board of Directors from November 1999 to the present. He has bzen
the President and Chief Executive Officer of Americas Mining Corporation since September 7, 2007. Mr. Garcia de Quevedo initiated
his professienat carcer in 1969 with Grupo Mexico. He was President of Grupo Ferroviario Mexicano S.A. de C.V., and of Ferroczrmi)
Mexicano, S.A. de C.V. from December 1997 10 December 1999, and General Director of Exploration and Development of Grupo
Mexico from 1994 1o 1997, He has been a director of Grupo Mexico since April 2002, He was also Vice President of Grupo
Condumex for eight years. Mr. Garcia de Quevedo is the Chairman of the Mining Chamber of Mexico,

Genaro Guerrero Diaz-Mercado has served as our Vice President. Finance and Chief Financial Officer since January 2, 2008. He
has held various Treasury functions with Grupo Mexico from 1992 to July 31, 2000. On August I, 2000, Mr. Guerrero was
transferred (o ASARCO, an affiliate Company of Grupo Mexico. He was the Vice President Finunce, Chief Financial Officer and
Treasurer of ASARCO until May 3. 2006. Mr. Guerrero held a key financial role with Southern Peru Limited, a subsidiary of the
Company until December 31, 2007,

Armando Ortega Gomez has scrved as @ member of our Board of Directors since August 2002, Mr. Ortega has been our General
Counsel since October 23, 2403, and has served as our Vice President, Legal and Secretary since April 25, 2002, Previously, he was
our Assistant Secretary from July 25, 2001 to April 25. 2002. He was General Counsel of Grupo Mexico from May 200t to
February 2007. Previously, he headed the Unit on [nternational Trade Practices of the Minisury of Economy of Mexicoe with the rank
of Deputy Vice Minister from January 1998 to mid-May 2001, and was 4 negotiator for international matters for said Ministry from
1988 to May 2001.

Jose N. Chirinos Fano has served as our Comptroller since April 2005 and as our Treasurer from April 2004 10 April 2005.

Mr. Chirines also served as our interim Chief Financial Officer from June to December 2007, He has been Director of Comptroller
and Finance since December 1999, From January 994 unil April 2005 he was our Assistam Comptroller. Since January 2004,
Mr. Chirinos has been Vice President of Finance and Chief Financial Officer of Southern Peru Limited, one of our subsidiaries, He
has hetd varicus positions in Accounting. Administration and Finance during his 41 years at our Company.

Mario Vinageras Barroso has served as our Vice President, Commercial since April 25, 2002. He has been Commercial Director of
Grupo Mexico since Sepiember 1994 and Corporate Director of Sales of Grupe Mexico since June 1, 2000.

Vidal Muhech Dip has served as our Vice President. Projects since April 25, 2002. He has been Corporate Director of Engineering
and Construction of Grupo Mexico since April 1995. Previously, he was Director of Engineering and Construction of Industrial
Minera Mexice from 1985 to 1995.

Remigio Martinez Miiller has served as our Vice President. Exploration since April 2002, He has been Corporate Director of
Exploration of Grupo Mexico since 2002. From 1990 to 2001 he was Director of Exploration of Mexicana de Cobre, S.A. de C.V.
Mr. Martinez has held several other managerial positions within Grupe Mexico and its predecessor, Asarco Mexicana.
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Item 5. Market for Registrant’s Common Equit,

At December 31, 2007, there were 1,104 holders of record of our Common Stock. SCC’s Comunon Stock is traded on the New York
Stock Exchange (*NYSE") and the Lima Stock Exchange (“BVL™). The SCC Common Stock symbol is PCU on the NYSE and

PCUI on the BVL.

The table below sets forth the cash dividends paid per share of capital stock and the high and low stock prices on both the NYSE, and
the BVL for the periods indicated. Dividends per share and the stock market price have been retroactively adjusted to reflect the stock

split.
2007 2006
Quarters Ist 20d Ird 4th Year Ist 2nd 3rd At Y ear
Bividend per Share 5 L0000 % L5000 3 E6000 % 2000 § 68006 § L3750 % 13750 § L0000 5 13750 5 5,k250
Stock market Price
NYSE: .
" High 3 7500 § 9544 § 12517 § 14035 8 14035 § 4558 § 5293 % 48.87 3§ 58.12 $ 58.12
Low § 5052 § 7264 § 8454 8 9890 S 5052 §$ 3465 § 3545 8 4149 § .40 $ 34,65
BVL: )
High s 7500 § 9630 $ 12520 § 14150 § 14150 $ 4560 $ 5325 § 875 8 5190 § 5190
Low s 5030 § 7277 S 8200 § 92.50 5 5030 § M55 8 3550 § 4245 § 4430 5 3455

Shareholder Return Performance Presentation

Set forth below is a line graph comparing the yearly change in the cumulative total returns on the Company's Common Stock against
cumulative total returrt on the S&P 500 Stock Index and the S&P Metals and Mining Select Industry Index, for the five year period
ending December 31, 2007. The Company’s Common Stock commenced trading on the New York Stock Exchange on January 5, .
1996. The chart below analyzes the total return on SCC's Common Stock for the period commencing December 31, 2002 and ending
December 31, 2007, compared to the total return of the S&P 500 and the S&P Metals and Mining Select Industry Index for the five-
year period commencing December 31, 2002 and ending December 31, 2007. In 2003, SCC’s stock provided a positive return of
230.36%, compared Lo a positive retum of 26.38% and 75.91% for the S&P 500 and the S&P Metals and Mining Select Industry
Index, respectively. In 2004, SCC's stock increased 3.63%, compared 1o a positive return of 8.99% for the S&P 500 and a positive
return of 33.01% for the S&P Metals and Mining Select Industry Index. In 2005, SCC’s stock return was posilive 58.26% compared
t0 3.00% and 21.23% for the S&P 500 and the S&P Metals and Mining Industry Index, respectively. In 2006, SCC's stock “provided
a positive return of 74.99% compared to 13.62% for the S&P 500 and 33.83% for S&P Metals and Mining Select Industry Index. In
2007, SCC’s stock provided a positive return of 115.34% compared to 3.53% for S&P 500 and 41.71% for $&P Metals and Mining

Select Industry Index.
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Comparison of Five Year Cumulative Total Return *
SCC Stock, S&P 500 Index and S&P Metals and Mining Select Industry Index **

2300
2,000 /'
1,500 /

1,000 /.
500 .
,-,.--""'"f.—_ ~—a
- 2002 2003 2004 2005 2006 2007
~—3CC 100.0 3304 3424 5418 948.1 20417
-a—S 8P 500 1000 126.4 137.7 1419 161.2 166.9
S&P M +MS ind 100.0 1759 2340 283.7 379.5 538.0

* Total return assumes reinvestment of dividends
**  The comparison assumtes $100 invested on December 31, 2002

The foregoing Pertormance Graph and related information shall not be deemed “soliciting material™ or “filed” with the SEC or subject
to Section 18 of the Securities Exchange Act of 1934, as amended. nor shall such information be incorporated by reference into any
future filing under the Sceurities Act of 1933 or Securities Exchange Act of 1934, each as amended, except to the extent that the
Company specifically incorporates it by reference into such filing.

On January 24, 2008, a dividend of $1.40 per share was announced payable February 29, 2008 wo shareholders of record as of
February 12, 2008. Our dividend policy continues to be reviewed at Board of Directors’ meetings, taking into consideration the
current intensive capital investment program and expected [uture cash Now generated from operations.

On January 29, 2008, the Company announced an up to $300 million share repurchase program authorized by the Board of Directors.
Under this program the Company may purchase shares from time 1o time, based on market conditions and other factors. The
repurchase program has no expiration date and may be medified or discontinued at any time, Any shares acquired will be avaitable
for general corporate purposes.

For a description of limitations on our abilily to make dividend distributions, sez “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Liguidity and Capital Resources™ and Note 11 - Financing to our Consolidated
Combined Financial Statements.
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The following table seis forth certain information related to the Equity Compensation Plan Information related to our Shares held as

weasury stock for the Directors stock award plan at December 31, 2007:

Number of securities

to he issued upon Weighted-uverage Number of sccurities
exereise of exercise price of remaining available
Plan Catepory outstanding options outstanding options for future issuance
. (a} (b) ©)
Directors’ stock award plan N/A NIA 128,000
15




FIVE-YEAR SELECTED FINANCIAL AND STATISTICAL DATA

The selected historical financial data presented below as of and for the five years ended December 31, 2007, includes certain

information that has been derived from our consolidated combined financial statements, The selected financial data should be read in

conjunction with Item 7. “Management’s Discussien and Analysis of Financial Condition and Results of Operations™ and the
consolidated combined financial statements and notes thercto.

(In millions, except Capital Stock and Financial Ratios, except where noted)

Year Ended December 31,

Statement of Earnings [Yata 2007 2006 2005 2044 2003
Net sales 60857 § 54602 § 40801 § 30067 §  1,578.6
Operaling income 34974 3.0543 20710 1.482.4 3237
Mirority interest (10.2) 9.3) (125} (4.7} (£3)
Net eamings (loss) 22164 % 20376 § 14001 3 9824 § 83.5
Per share amounts: )
Eamings (loss) basic and diluted 753 % 6.92 $ 476 % 334 % 0.28
Dividends paid 6.80 3 513 § 290 § 065 § 0.16
As of December 31,
Balance Sheet Data 2007 2006 205 2004 2003
Cash and cash equivalents 14093 3 10228 % 8760 § 7107 $ 3516
Total assets 56,5806 63764 5,687.6 53192 44910
Total long-term debt, including current portion 1,449.8 1,528.1 1,172, 1,330.3 1,67i,2°
Total liabilities 2.715.8 2.695.8 2.343.8 2.494.3 23829
Total stockholders’ equity 3,848.1 § 36666 $ 33261 3 28136 % 2,021.7
Year Ended December 31,
Statement of Cash Flows 2007 2006 2005 2004 2003
Cash provided from operating aclivities 27035 § 2,0594 5 1.66335 $ 1,724 64,8
Depreciation, amonization and depletion 3279 275.1 271.2 192.6 177,
Cash used for investing activities (246.0) (725.3) (4359} (218.3) {59,7)
Capital expenditures {3157 (455.8Y (470.6) (228.3) 64.9)
Cash (used for) provided from financing activitics (2,0883)  (1,164.4) (10644 (540.6) 1856
Dividends paid (2,002.3}) (1.509.1) (853.9) (191.4) (454)
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Year Ended December 31,

Capital Stock (1) 2007 2006 2005 2004 2003

Common shares outstanding — basic (in thousands) 294,466 294,461 204,456 294,448 204 440
Common shares outstanding — dituted (in thousands) 294,466 294 461 294,456 294,448 294,450
NYSE Price — High $ 41358 5812 8% 3530 % 27.05 § 24,43
NYSE Price — Low $ 5052 8 3465 % 2082 % 1327 % 7.21
‘Book value per share . K07 12.45 11.30 9.56 6.87
P/E ratio 14.05 779 7.04 7.08 83.11

(1)  Number of shares and values per share has been adjusted 1o reflect the 2006 stock split.

Year Ended December 31,

Financial Ratios 2007 2006 2005 2004 2003
Gross margin (2) 59.7% 58.0% 53.2% 50.7% 25.8%
Operating income margin (3} 51.5% 559% 50.6% 47.9% 20.7%
Net margin (4) _ 364 % 373% 342% NI% 53%
Current assets to current liabilities 2.84 284 2.15 1.70 1.88
Net debt (5)/total Capitalization (6) 1.0% 12.1% 8.2% 18.0% 39.5%
Ratio of Earnings to Fixed charges (7} 254x 27.2x 17.8x 12.6x 27x

(2)  Represents net sales less cost of sales (including depreciation, amontization and depletion), divided by net sales as a percentage.

(3)  Represents operating income divided by sales as a percentage.

{4)  Represents net carnings divided by sales as a percentage.

(5}  Net debt is defined as total debt minus cash and cash equivalents balance.

(6)  Represents net debt divided by net debt plus stockholders’ equity.

(7)  Represents earnings divided by fixed charges. Earnings are defined as earnings before income taxes, minority interest and
cumulative effect of change in accounting principle, plus fixed charges and amortization of interest capitalized, fess interest
capitalized. Fixed charges are defined as the sum of interest expense and interesl capitalized, plus amortized premiums,
discounts and capitalized expenses related to indebtedness.
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Ltem 7. Management” s Discussion and Analysis of Financial Condition and Results of Operations.

EXECUTIVE SUMMARY

This Management's Discussion and Analysis of Financial Condirion and Results of Operations relates to and should be read together
with our Audited Consolidnted Combined Financinl Statements os of and for each of the years in the three-year period ended
December 31, 2007. Effective April I, 2005, Southern Copper Corporation qcquired substantially all of the eutstanding conmon
stock of Minera Mexico. The acquisition was accounted for in a manner similar 1o a pooling of interesis as it invoived the
reorganization of entities under commen control. Under such accounting, the financial statements of SCC and Minera Mexico are
combined on a historical cost basis for all the periods presented since they were under the indirect common control of Grupo Meaico
during such periods. Therefore, unless otherwise noted, the discussion below of our financial condition and results of operations s
for us, including our Minera Mexico subsidiary, on a consolidated or combined basis for all periods. Our combined financial resilts
may not be indicative of the results of vperations thar actually would have been achieved had the acquisition of Minera Mexico talen
place ai the beginning of the periads presented and do not purport to be indicative of our future results.

This discussion contains forward-looking statements that are based on managenteni’s current expeciations, estimates and projections
about our business and operations. Our actual resuits may differ marerially from those currenily anticipated and expressed in the
forward-looking statements as a result of a number of factors. See " Cautionary Statements.”

OVERVIEW

Qur business is primarily the production and sale of copper. In the process of producing copper, a number of valuable metallurgiczl
by-preducts are recovered, such as melybdenum, zinc, silver, lead and gold. which we also produce and sell, Market forces outside: of
our control largely determine the sales prices for our products, Qur management, therefore, focuses on copper production. cost
control, productian enhancement and maintaining a prudent capital structure 1 improve profitability. We believe we achieve these
goals through capital spending programs, explorution efforts and cost reduction programs. Qur aim is to remain profttable during
periods of low copper prices and 1o maximize financial performance in periods of high copper prices.

A number of events and results highlight our Company’s 2007 year. Net sales were $36.085.7 million an 11,5% increase over 2006,
additionally, net eanings were $2,216.4 million, an increase of 8.8% over 2006, both sales and net earnings are the highest in the
Company history. These increases were achieved while three of our Mexican propenties. Cananea, San Martin and Tuxco, were on
strike from July 30 through the end of the year. We estimate that these strikes cost the Company 178.4 million pounds of copper and
25.6 million pounds of zinc, and reduced 2007 operating income by $487.5 mitlion. Since January 11, 2008 the Cananea mine is open
and is preparing to gradually resume normal operations in the near future. The mine was reopened based on a ruling by the labor
authorities who declared the strike illegal. Subsequently, the Cananea union obtained an injunction from a federal judge preventing the
Company from firing workers who do not return to work immediately, the same judge did explicitly safeguard the rights of any
worker who wished to return to work at the mine and the right of the Company to conduct operations in the ordinary course of
business. The ruling declaring the illegality of the Cananea strike was challenged before a federal judge who upheld the union’s case
on February 14, 2008. The Company will appeal this unfavorable ruling. The Company expects that it will take about three months to
return to full production at Cananea.
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Earnings and sales in 2007 increased because of higher average metal prices for most of our products, copper wis 4.2% to 5.9%
higher in 2007, depending on whether it was priced on the COMEX or LME market. the molybdenum price was 22.7% higher and
silver was 16% higher. Of our other significant by-products only zinc prices were lower in 2007 and, in that case, by 1.3%. The
Cananea strike resulted in a decrease in copper, zinc and silver sales volumes. However, during this year there was an increase in the
volume of molybdenum sales. Molybdenum production and sates volume increased in 2007 due to higher grades &t our Peruvian
mines and from an increase in production from the La Caridad mine, which suffered strike losses in 2006, Another factor effecting the
improvement in 2007 sales and net income was the impact of the derivative metal contracts which reduced net sales and opersting
income in 2006 by $276.1 million and increased net sales and operating income by $10.9 million in 2007.

During 2007 we announced a modification to our capital investment program to prioritize major invesiments in Peru. These
investments include the Tia Maria SX/EW copper project in Arequipa, Peru, expunsions of the Toquepalu and Cuajone concentrators
and the expansion of the smelter and refinery in llo. Peru. We estimate that these investments will have a capital cost of $2,108
million and increase our annual copper production by 270,000 tons in 201 1. Feasibility studies indicate a resource of 638 million tons
of mineralized material at Tia Maria with an average copper grade of 0.39%.

We discuss below several matters that our management belicves are important 1o understand our results of operations and financial
condition. These matters include (i} our “operating cash costs™ as a measure of our performance, (if) metals prices. (iii) our
acquisition of Minera Mexico, (iv}) our business segments and (v) the effects of inflation and other local currency issues.

Since our inception, we have principally maintained operations in Peru. However. in recent years. we have refocused our strategies to
intemnationalize our business and broaden our market exposure. In 2003, we acquired exploration properties in Chile, which are being
evaluated for potential exploitation and in 2005 we acquired Minera Mexico, with substantial mining operation in Mexice. Please see
“Minera Mexico Acquisition.”

Operating Cash Costs .

An overall benchmark used by us and a common industry metric to measure performance is operating cash costs per pound of copper
produced. Operating cash cost is a non-GAAP measure that does not have a standardized meaning and may not be comparable to
simitarly titled measures provided by vther companies. A reconciliation of our operating cash cost per pound to the cost of sales
(including depreciation, amortization and depletion) as presented in the consolidated combined statement of eurnings is presented
under the subheading, “Non-GAAP Information Reconciliation,” below. We have defined operating cash cost per pound as cost of
sales (including depreciation, amortization and depletion); plus selling, general and administrative charges. treatment and refining
charges; less by-products revenue and sales premiums, depreciation, smortization and depletion, workers' participation and other
miscellaneous charges, including the Peruvian royalty charge and the change in inventory levels: divided by total pounds of copper
produced and purchased by us. In our calculation of operating cash cost per -
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pound of copper produced, we credit against our costs the revenues from the sale of by-products, principally molybdenum, zine and
silver and the premium over market price that we receive on copper sales, Wz account for the by-product revenue in Lhis way because
we consider our principal business to be the production and sale of copper. We belicve that our Company is viewed by the investnient
community as a copper company, and is valued, in large part, by the invesiment community s view of the copper market and our .
ability to produce copper at & reasonable cost. We also include copper sules premiums as a credit, as these amounis are in excess of
published copper prices. The increase in recent years in the price of molybdeaum, as well as increases in silver and zine, has had a
significant effect on our traditional calculation of cash cost and its comparability between periods. Accordingly, we present cash cosls
with and without crediting the by-product revenues against our costs.

We exclude from our calculation of operating cash cost depreciation. amortizetion and depletion, which are considered non-cash
expenses. Exploration is constdered 2 discretionary expenditure and is also excluded. Workers' participation provisions are
determined on the basis of pre-tax earnings and are also excluded. Additionally excluded from operating cash costs are items of a
non-recurring nature. the royalty charge and in periods prior to 2006 the portion of our mine stripping costs that we capitalized.

Qur operating cash costs per pound, as defined, are presented in the 1able below for the three years ended December 31, 2007, We
present eash costs with and without the inclusion of by-product revenues.

2007 2006 2005
(dollars per peund) ]
Operating cush cost per pound of copper produced and purchased 5 (016738 0159 F  0.030
Operating cash cost per pound of copper produced and purchased (without by-product
revenue) $ 1401 § 1.283 $  1.009

The decrease in the cash costs per pound of copper produced and purchased (including by-product revenue) in 2007 is mainly
attributable to higher market price and volume of’ molybdenum in 2007. The credit for molybdenum sales amounted to 30.849 per
pound, $0.420 per pound and $0.617 per pound, in 2007, 2006 and 2005. respectively. The credit (o the cost for zinc sales amounted
to $0.337 per pound, $0.374 per pound and $0.126 per pound in 2007, 2006 and 2005, respectively. The credit 1o operating cash cost
for the by-product revenue in 2007 reduced cash cost by $1.568 per pound, an increase in benefit of $0.444 per pound over 2006, The
improved benefit is almost entirely due 10 molybdenum revenue, which accourted for $0.429 per pound of the improvement, The
reason for the added benefit from molybdenum revenues in 2007 is attributable 10 both higher sales volume and higher sales price. |
Volumes improved because of better grades at our Peruvian mines and higher production, an increase of 8.1 million pounds from L:
Caridad in Mexico, which had significant strike activity in 2006. Molybdenum. prices were 22.7% higher in 2007. The credit to
operating cash cost in 2006 improved over 2005 by $0.145 per pound and was principally caused by improvements in the sales price
of zinc und silver, reduced somewhat by a decrease in the sales price of molybdenum.

The cash cost without by-product revenue increased in 2007 principally as a result of the following factors, higher production cost
(mainly power, water, labor and repair costs) which increased our cash cost by $0.158. higher freight and tremiment charges due 1o the
sale of concentrates which increased cost by $0.065 and also an increase of $0.031 in unit cost due to strikes at some of our Mexican
operations. These increases were partially offset by a decrease in the purchase of outside metal, which reduced cost by $0.118. The
cash cost without by-product revenue increased in 2006 as a result of cost increases. The increasingly higher copper prices in 2006
increased our computation
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of cash cost, as we include in our caleulation the cost of purchased metal, The higher value and thus the higher cost of copper in 2006
increased our cash cost by $0.240 in 2006. Significant sirike activity at some of our Mexican properties required us to purchase larger
quantities of third party copper in 2006. Also the cost of fuel products, electricity and other supplies increased in 2006. Additionally,
our operating cash costs increased in 2006 as a result of the EITF consensus, which we adopted on January 1, 2006 und is described
below under “Critical Accounting Policies and Estimates-Capitalized Mine Stripping Costs.” If we had applied this consensus in 20035
our per pound operating cash cost would have increased by $0.023.

Meials_Prices

The profitability of our operations is dependent on, and our financial performance is significantly affected by, the international market
prices for the products we produce, espectally for copper, molybdenum, zinc and silver. Metals prices historically have been subject
to wide fluctuations and are affected by numerous factors beyond our control. These factors, which affect each commodity to varying
degrees, include international economic and political conditions, levels of supply and demand, the availability and cost of substitutes,
inventory levels maintained by producers and others and, to a lesser degree, inventory carrying costs and currency exchange rates. In
addition, the market prices of certain metals have on occasion been subject to rapid short-term changes due to speculative activities.

We are subjeci to market risks arising from the volatility of copper and other metals prices. Assuming that expected metal production
and sales are achieved, that tax rates are unchanged and giving no effects to potential hedging programs, metal price sensitivity factors
would indicate the estimated change in net earnisigs resulting from metal price changes in 2008 as provided in the table below:

Copper Molybdenum Zinc Silver
Change in metal prices {per pound except silver - per cunce) $ 001 8 1.00 % 0m % 1.00
Change in net earnings (in millions) $ 76 % 195 % 14 8 8.6

Minera Mexico Acquisition

In April, 2005, we acquired Minera Mexico from a subsidiary of Grupo Mexico, our costrolling stockholder. At the time of the
acquisition Minera Mexico was the largest mining company in Mexico and the eleventh largest copper producer in the world on a
stand-alone basis. We exchanged 67.2 million newly-issued shares of our common stock for the outstanding shares of Minera
Mexico’s direct majority stockholder, and Minera Mexico became cur 99.1% owned subsidiary. As a part ot this transaction, on
March 1, 2005, we paid a special transaction dividend of $100 million to all of cur stockholders. Upon completion of the merger.
Grupo Mexico increased its indirect beneficial ownership of our capital stock from approximately 54.2% (o approximately 75.1%. In
October 2005, in another transaction we acquired 6.4 miilion shares of Minera Mexico from Grupo Mexico for $30.3 million. This
increased our holdings in Minera Mexico to 99.95%. With this acquisition. based on the then current data. we increased our total
copper reserves by over 100% and increased our annual copper production by approximately B0%.

Business Segments
Company management views Southern Copper as having three operating segmenis and
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manages on the basis of these segments, ‘The significant increase in the price of molybdenum over the past three years has had an
important impact on the Company's earnings. Nevertheless, the Company cantinues to manage its operations on the basis of three
copper segments. These segments are our Peruvian operations. our Mexican open-pit operations and our Mexican underground
operattons, known as our IMMSA unit. Qur Peruvian operations include the Toquepala and Cuajone mine complexes and the
smelting and refining plants, indwstrial railroad and port facilities which service both mines. Our Mexican open-pit operations include
La Caridad and Cananea mine complexes, the smelting and refining plants and support facilities which seriice both mines, Our
IMMSA unit includes five underground mines that produce zinc, lead. copper, silver and gold, a coal mine, and several industrial
processing facilities for zine, copper and silver.

Segment information is included in our review of “Results of Operations™ and also in Note 20 of our Consolidated Combined
Financial Statements.

Inflation and Devaluation of the Peruvian Nuevo Sot and the Mexican Peso

Qur functional currency is the U.S. doltar. Portions of our operating costs are denominated in Peruvian nuevos soles and Mexican
pesos. Since our revenues are primarily denominated in U.S. dollars, when inflation/deflation in Peru or Mexico is not offset by a
change in the exchange rate of the nuevo sal or the peso, respectively. to the dollar, our financial position, resuits of operations and
cash flows could be adversely affected to the extent that the inflation/devaluation effects are passed onto us by our suppliers or
reflected in our wage adjustitents. In additon, the dollar value of our net monetury assets denominated in nuevos soles or pesos can
be affected by devaluation of the nuevo sol or the peso, resulting in a remeasurement loss in our financial statements. Recent inflation
and devaluation rates are provided in the table below.

Yeur Ended December 31,

2007 2006 2005
Peru
Peruvian inflation rate 39¢% 1.1% 1.5%
Nuevo sol/dellar (appreciation)/devaluation rate (6.3 )% (6.8)% 45
Mexico X )
Mexican inflation rate . 384 4.1 13k
Pesofdollar (appreciation)/devaluation rate (0.1)% 1.5% (4.9°%

Capital Expansion Program

We made capital expenditures of $315.7 miltion, $455.8 million and $470.6 million in 2007, 2006 and 2003. respectively, and we
expect to make capital expenditures. of approximately $330.0 million in 2008. In general, the capital expendiwres and projects
described below are intended to contribute to further vertical integration of our operations by increasing the capacity for production of
refined metal products.

The Company expecis to meet the cash requirements for these projects from cash on hand, internally generated funds and from
additional external financing if required.
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The 1able below sets forth our capital expenditures for the years ended December 31, 2007, 2006 and 2005:

Year Ended December 31,
2007 2006 205
{dollars in millions)

Projects ;
Io smelter modernization . . $ 210 § 1609 § 2346
Cuajone ball mii! . 100 0.4 —
Toquepala crushing, conveying system for leach material 2.0 33 328
Toquepala copper filter . - — 22
Tailings disposal - Quebrada Honda dam ) . 13.8 2.5 —
Cuyjone leaching pad L4 24 —_
PLS dams at Huanuquera 10.5 15.6 9.1
La Francisca Icaching dam ) e — 15
La Caridad tailings dam - internal dikes 2.1 14 —.
Metaliurgical laboratory - La Caridad 18 —_ —_—
La Caridad gas handling system 12.2 4.7 —
La Caridad acid plant upgrade — [0 4.9
La Caridad Vertical lime kiln 2.0 0.5 —
PLS dams and leaching system Cananea 4.1 0.8 —
Cananea SX/EW plant Ul : 0.2 1.9 -
Cananea crusher and conveyors system for leach material Phases I and [H . 215 7.2 —
Nueva Rosita coke furnaces - . 35 7.5
San Marin underground shaft — 26 1.0
La Curidad tailings dam growth - Concentrator 1.9 — —
Santa Barbara Segovedad 11 mine expansion and conveyor and main substation ’ 3.7 0.8 o
Towal project expenditures 108.2 211.5 299.6
Replacement capital expenditures: -
Mexico 139.0 176.1 1278
Peru ) 68.5 68.2 43.2
Total replacement expenditures 207.5 2443 171.0
Total capital expenditures $ 3157 § 4558 5 4706

Set forth below are descriptions of some of our current projects and expected capital expenditures.

Ilo Smelter Modernization: This project was completed in January 2007 and has allowed our Company to increase sulfur capture over
the 92% requirement established in our agreement with the Peruvian government. The new smelter maintains preduction at current
levels. The nominal and design capacity for the new Isasmelt furnace was reached in less than 45 days: compared with ather smelting
furnaces using this technology, the start-up of the llo smelter was achieved in the shortest time. The average sulfur capture in 2007
was 95%. Performance tests are pending completion with the two major contractors. These are expected to be completed in the first
quarter 2008, The facility is currently operating at full capacity and we expect to smelt 1.1 million tons of concentrates in 2008, The
total cost of this project was $ 570.4 million.

Toquepala Leach Dump Project: This project at Toquepala, which includes a crushing, conveying and spreading system at the leach
dumps, was completed by year end 2007. The conveying system is operating and has positioned 42.5 million tons of waste material 1o
build the ramp and has placed 28.5 million tons of leachable material. Total expended
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on this project through December 31, 2007 was $80.7 million and it is estimated that $0.4 million will be needed to finalize this
project.

Cananea SX/EW Plant: This project is intended to increase Cananea’s production of copper cathodes with a new SX/EW plant,
(SX/EW 111} with an annual capacity of 33,000 tons, The plant would produce copper cathodes of ASTM grade | or LME grade A.
The project includes the installation of storage for deliverables required for operation of the plant and the installation of an emergency
power plant and 4 fire protection system. Due to labor problem at Cananea in 2007, this project has been temporarily put on hold uati?
we satisfactorily resolve these issues.

Gas Handling System: This project is intended to improve gas capture efficiency and reduce the sulfur dioxide emissions to the
atmosphere by the converters and reactor at La Caridad copper smelter.

Cananea crusher and conveyors system for leach material: This project includes the installation of & crushing system and bands for
leach materizl including a movable stacker with a capacity of 15 million tons of crushing material. We are currently in the third phase
of the project. This phase includes 5,500 meters of band transporters and the construction of a 500 meters tunnel to move the mater:al
to the leaching area.

Other Expenditures:

Tailings disposal at Quebrada Honda: This project will increase the height of the existing Quebrada Honda Dam to impound future
tailings from the Toquepala and Cuajone mills, The procurement of the main equipment, with long fabrication lead-time continues
and part of the materiat has been received. Construction of the main civil works and some access roads for the main and lateral dams
has been completed and our operations personnel are working on an additional access road, The first stage of this project will be
under development until 2012. The total cost of this project is estimated to be $66.0 million, with $16.4 million expended through
December 31, 2007.

The dam project at Huanaquera includes the construction of sedimentation, PLS and sterm water retention dams for the Toquepala
leaching facility. The project is at the administrative close out stage; all equipment was installed and is operative. Total spending on
this project through December 31, 2007 was $36.6 million and it is estimated that $0.5 million will be needed to complete the project.

A pre-feasibility study for Los Chancas. a copper-molybdenum property in the southern part of Peru was completed and is being
evatuated in order 1o determine our next steps for this project. Also, we are in the process of formulating the necessary program and
timeframe to develop our Mexican properties at Ei Arco in Baja California and Angangueo in Michoacan.

Potential Projects:

We have a number of projects that we may develop in the future, We evaluae new projects on the basis of our long-term corporate
objectives, expected return, environmental needs, required investment and estimated production, among other considerations. We
have defined three “generations” of capital projects:

First generation: Projects that we are planning,
This generation includes the development of five projects in Peru (1) the Tia Maria $X/EW copper project, (2) the Toguepila
concentrator expansion, (3) the Cuajone concentrator expansion, {4) the [lo smelter expansion, and ¢5) the Ilo copper refinery

expansion, with a total investment of $2.108 million. This investment would permit us to
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increase our copper production by 270,000 tons per year by 2011, which represents 39% of the current production level.

This new investment program replaces the invesiment program previously approved for our Mexican operations, which included a
SX/EW I plant, conceatrator expansion and molybdenum circuit at Cananea, the Buena Vista ming. the new Cananea concentrator,
and the Guaymas smelter and refinery. These projects with a total investment of $2.256 million have been temporarily put on hold.

Feasibility studies for the Tia Maria project were finished with indicative resources of 638 million tons of mineralized material with an
average copper grade of 0,39%. The Company is conducting a bidding process for basic and detailed engineering as well as preparing
to purchase major equipment and select construction management. The Company expects to invest $65 million in this project during
2008. When completed at the end of 2010, the new operating unit will produce 120,000 tons of copper cathodes per year.

Second generation: Projects that are attractive but will require significant additional evaluation.

This generation includes three greenfield projects: El Arco, Anganguee and Los Chancas exploration properties. We believe thm
these properties could add 306,000 tons of annual copper production. in concentrate and SX/EW copper. The Company's Board of
Directors will be evaluating the investment in these projects in line with their expected returns, the metal market price performance
and the operating and capital costs,

Third generation: This generation includes the Cananea, Sonora and Guaymas projects put on hold by our Board of Directors as result
of the strikes in 2007 at some of our Mexican units: the Cananea SX/EW 111, the Cananea concentrator expansion, the Cananea
molybdenum circuit, the Buena Vista mine, the new Cananea concentrator, and the Guaymas smelter and refinery.

The above information about potential projects are estimates only. We cannot make any assurance that we will undeniake any of these
projects ot that the information noted is accurate.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of financial condition and results of operations, as well as quantitative and gualitative disclosures about
market risks. are based upon our consolidated combined financial statements. which have been prepared in accordance with U.S.
GAAP. Preparation of these consolidated combined financial statements requires our management to make estimates and assumptions
that affect the reported amounts of assets and liabilities und disclosures of contingent assets and liabilities a1 the date of the financial
statements and the reporied amounts of revenues and expenses during the reporting period. Management makes its best estimate of
the ultimate outcome for these items based on historical trends and other information available when the financial statements are
prepared. Changes in estimates are recognized in accordance with the accounting rules for the estimate, which is typically in the
period whern new information becomes available to management. Areas where the natare of the estimate makes it reasonably possible
that actual results conld materially differ from amounts estimated include: ore reserves, revenue recognition, estimated ming stripping
ratios. leachable material and related amonization, the estimated useful lives of fixed assets, asset retirement obligations, litigation and
contingencies, valuation allowances for deferred tax asse1s, tax positions, fair value of financiat instruments. and inventory
obsolescence. We base our estimates on historical experience and on various other
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assumptions that we believe (o be reasonable under the circumstances. Actual results may differ from these estimates under different
assumptions or conditions.

Ore Reserves: For purposes of our long-term planning, we use metal price assumptions of $1,20 per pound for copper and $9.0 per
pound for molybdenum. Prior to 2007, we used $0.90 per pound and $5.00 per pound for copper and molybdenum, respectively.
Metal prices over the last ten years and the continued positive outlook for these metals have ied us to reapprzise our view of prices,
These prices are intended to approximate average prices over the long term. Ore reserves based on these prices are the basis for our
internal planning, including the preparation of the mine plans for our mines. Qur management uses these price assumptions, as it
believes these prices reflect the full price cycle of the metals market.

However, pursuant to SEC guidance. the reserves information in this report is calculated using average metals prices over the most
recent three years, except us otherwise stated. We refer to these three-year average metals prices as “current average prices.” Our
current average prices lor copper are calculated using prices quoted by COMEX, and our current average prices for molybdenum are:
calculated according to Plast’'s Metals Week. Unless otherwise stated, reserves estimates in this report use $2.66 per pound for coppar
and $28.99 per pound for molybdenum, both current average prices as of December 31, 2007. The current average per pound prices
for copper and matybdenum were $2.02 and $24.31. respectively, as of December 31, 2006 and $1.26 and $17.82, respectively, as of
December 31, 2005.

Centain financial information is based on reserve estimates calculated on the basis of current average prices. This includes
amortization of intangible assets and mine development, and for years prior to 2006 the amount of mine stripping that was capitalized
and units of production amortization of capitalized mine stripping.

Leachable Material: At one of our Mexican mines, we capitalize the cost of materials with low copper content extracted during the
mining process (leachable material), which is collected in teach dumps. The amortization of the capitalized cost is determined based
on the depletion period of the leach dumps, which s estimated 1o be five years.

If we were 10 have expensed all capitalized leaching costs associated with this mining operation as incurred, net operating cost would
have decreased by $10.1 million for the year 2007 and increased $19.3 miilion and $68.0 million for the years 2006, and 2005.

Assel Retirement Qbligation: Our mining and exploration activitics are subject to various laws and regulations governing the
protection of the environment, Accounting for reclamation and remediation obligations requires management to make estimales
unique to each mining vperation of the future costs we will incur 10 complete the reclumation and remediation work required to
comply with existing laws and regulations. These estimates are based in part on our inflation and credit rate assumptions. Actual
costs incurred in future periods could differ from amounts estimated. Additionally. future changes to environmental laws and
regulations could increase the extent of reclamation and remediation work required to be performed by us, Any such increases in
future costs could materially impact the amounts charged to operations for reclamation and remediation.

We further discuss our Asset Retirement Obiigation in Note 10 to our consolidated combined financial statements included herein.
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monthly average LME or COMEX price {as is the case for sales of copper products) or the molybdenum oxide proprietary market
price estimate of Plat’s Metals Week (as is the case for sales of molybdenum products), generally ranging between one and three
months subsequent to shipment. In such cases, revenue is recorded at a provisional price at the time of shipment. The provisionally
priced copper sales are adjusted 1o reflect forwurd copper prices based on LME or COMEX prices at the end of each month until a
final adjustment is made 1o the price of the shipments upon settlement with customers pursuant to the terms of the contract. In the
case of molybdenum sales, for which there are no published forward prices, the provisionally priced sales are adjusted to reflect the
market prices at the end of each month uniil a final adjustment is made to the price of the shipments upon settlement with customers
pursuant to the terms of the contract.

Revenue Recognition: For certain of our sales of copper and molybdenum products, customers are given the option to select a

Deferred Taxes: In preparing our consolidated combined financial statements, we recognize income taxes in each of the jurisdictions
in which we operate. For each jurisdiction, we estimate the actual amount currently payable or receivable as well as deferred 1ax
assets and liabilities attributable to temporary differences between the financial statement carrying amounts of existing assets and
liabilities and their respective tax bases. Deferred income tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which these temporary differences are expected to be recovered or settled. The effect on
deferred tax ussets and labilities of a change in rate is recognized through the income tax provision in the period that the change is
enactled.

A valuation allowance is provided for those deferred tax assets for which it is more likely than not that the related benefits will not be
realized. In determining the amount of the valuation allowance, we consider estimated future taxable income as well as feasible tax
planning strategies in each jurisdiction. [f we determine that we will not realize all or a portion of our deferred tax assets, we will
increase our valuation allowance with a charge to income tax expense. Conversely, if we determine that we will ultimately be able to
realize all or u portion of the related benefits for which a valuation allowance has been provided. all or a portion of the related
valuation altowance will be reduced with a credit 1o income tax expense.

Asset Impairments: We evaluate our long-term assets when events or changes in economic circumstances indicate that the carrying
amount of such assets may not be recoverable. Our evaluations are based on business plans that are prepared using a time horizon that
is reflective of our expectations of metal prices over our business cycle. We are currently using a long-term average copper price of
$1.80 per pound of copper and an average molybdenum price of $12.00 per pound, along with near-term price forecast, for 2008
through 2010, reflective of the current price environment, for our impairment tests. We use an estimate of the future undiscounted net
cash flows of the related asset or asset group over the remaining life to measure whether the assets are recoverable and measure any
impairment by reference (o fair value. Should estimates of future copper and molybdenum prices decrease significantly, impairments
could result.

Provisionatty Priced Sales
The following are the provisionally priced copper and molybdenum sales outstanding at December 31, 2007, 2006 and 2005:
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Year Ended December 31,

Provistonafly Priced Sales 2007 2006 2005
Copper :
Millions of pounds 165.9 1699  163.7
Priced at (per pound) ) $ 3038 2873 204
Molybdenum " L ’ .
Milligns of pounds - 47 13 6.1
Priced at (per pound) § 3238 % 24503 2500

Provisional sales adjustments included in accounts receivable and net sales at December 31, 2007, 2006 and 2005 were as follows:

Year Ended December 31,

Provisional Sales Adjustments 2007 2006 2005
. (dollars in millions)
Copper . 3 (42.0)% (47.3)% 7.9
Molybdenum — (11.5) (39.2)
Total ‘ 3 42.0)8% (58.8)% (31.3)

During the month of Janwary 2008, the market price of copper and molybdenum increased. The eftect of these changes on 2007 sales
settling in January 2008 was an increase of $3.3 million in sales. Addidonally, forward prices for copper as of January 31. 2008 also
increased, the effect of this increase on 2007 open sales settling afier January 2008 would be an increase of $33.2 million in sales.

Results of Operations

The following table highlights key financial results for each of the years in the three-year period ended December 31, 2007

Yeoar Ended December 31,
Statement of Earnings Data 2007 2006 2005
(dollars in millions}

Net sales i $ 60857 § 54602 § 40801
Cost of sales {exclusive of depreciation, amortization and depletion) (2.122.2) (2,019.8) (1,6354)
Selling, general and administrative (98.0) (88.3) (8l.1)
Depreciation, amortization and depletion ) (327.9) (275.1) (277.2)
Exploration (40.2) (22.7) {244
Operating income _ 34974 3,054.3 29110
Interest expense ) (123.2) (113.4) {108.9)
Interest capitalized _ 14.7 219 225
Interest income B2.5 50.2 30.8
Loss on debt prepayments (16.6) (.1 (10.6)
(Loss) gain on derivalive instruments ‘ (13.7) (11.6) 1.1
Other income {expense) R 308 {03 (3.6)
Income taxes (1,185.3) {959.1) (389.7)
Minority interest (10.2) (9.3) {12.5)
Net eamnings $ 22164 53 20376 § 14001

The table below outlines the average published market metals prices (rounded to the nearest cent) for our metals for each of the years
ended December 31, 2007, 2006 and 2005:
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Average Market Metals Prices

Year Ended December 31, % Change
2007 2006 2005 2006 to 2407 2005 1 2006
Capper price {$ per pound — LME) 3 323 8 305 8 1.67 3.9% 826%
Copper price ($ per pound -—— COMEX) 3 322 % 309 % 1.68 42% 83.9%
Molybdenum price ($ per pound)(1) 3 2991 § 2438 § 31.05 R7% (21.5)%
Zinc price ($ per pound — LME} 3 1,47 & 149 § 0.63 (1.3)% 136.5%
Silver price ($ per ounce — COMEX) b 1339 § 11.54 § 7.32 16.0% 51.7%

(1) Platt’s Metals Week Dealer Oxide.
Segment Sales Information

The following table presents the volume of sales by segment of copper and our significant by-products, for each of the years in the
three year period ended December 31, 2007:

Yeor Ended December 3,

Lopper Sales (million_pounds) 2007 2006 2005
Peruvian operations 863.4 860.9 8253
Mexicun open-pit 5120 594.8 768.8
Mexican IMMSA unit 309 364 93.1
Intersegment elimination (75.8) (105.9) {147.2}
Total copper sales 1,330.5 1.386.2 1,540.0
. Year Ended December 31,

By-product Sales (million puunds, except silver — million ounces} 2007 2006 2005
Peruvian operations:

Molybdenum contained in concentrate 219 20.6 234

Zinc-refined and in concentrate (1} 40,3 49.6 —

Silver 4,9 5.6 © 4.2
Mexican open-pit operations:

Molybdenum contained in concentrate 14.0 5.0 8.8

Zinc-refined and in concentrate (1) — 15.5 108.9

Silver 3.6 4.5 7.2
IMMSA unit

Zinc-refined and in concentrate 250.6 2731 288.7

Silver 10,7 12.0 s
Interscgment efimination

Zinc (39.1) (57.1) (103.4)

Silver {0.9) (2.3) (3.1)
Total hy-product sales

Molybdenum contained in concentrate 359 256 322

Zing-refined and in concentrate 2518 281.1 294.2
Silver 18.3 t9.8 19.8

(1)  Through 2006, the Mexican open-pit operations purchased zinc products from IMMSA for resale to its customers. This
practice was discontinued in 2006 and IMMSA’s zinc sales were either to their customers or to the Peruvian segment, who
in wrn resold to their customers.
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Results of Operations for the Year Ended December 31, 2007 Compared to Year Ended December 31, 2006.
Net sales

Our sales in 2007 were $6.085.7 million, compired with $5.460.2 millien in 2006, an increase of $625.5 million or 11.5%. The
increase was attributable to higher market prices for most of our products. Copper was 4.2% 10 5.9% higher in 2007. depending on
whether it was COMEX or LME market, the molybdenum price was 22.7% higher and silver was 16% higher. Zinc prices decreased
by 1.3% in 2007. In addition, molybdenum sales velume increased 40.2% in 2007 due to higher grades at our Peruvian mines and
increased production from the La Caridad mine which had strike losses in 2006. 2007 net sales also include a $10.9 million gain en
copper derivatives compared with a toss of $276.1 million in 2006, There was, however, a decrease in copper sales volume in 2007
due to a sirike at the Cananea mine.

Sales votume for copper decreased by 35,7 million pounds in 2007 a decrease of 4% compared with 2006. The impact of this
decrease in copper sales velume, as well as a volume decrease in the sale of zinc and silver was a result of the strikes at some of our
Mexican operations. However, during this year there was an increase in the volume of molybdenum sales.

The tabte below presents information regarding the volume of our copper sales products.

Year Ended December 34,

Copper Sales (million pounds) 2007 2006
Refined 586.4 835.0
Blister 514 439
Anode ) 311 299
Concentrates 2559 56.0
SX/EW ) 190.4 2109
Rod 2153 210.5

Tatal : ' 1,330.5 1,386.2

Mine copper production was 1.305.5 million pounds in 2007, a decrease of 2.25 from 2006. This decrease of 29.7 million pounds
included a reduction of 24.6 million pounds at our Mexican operations due to strike related reductions at our Cananea and San Martin
mines where strikes began on July 30, 2007 and ran through the end of the year. Additionally, production at our Peruvian mines
decreased by 3.1 miltion pounds mainly due 1o lower ore grade at the Toquepala mine. The make up of our 2007 copper sales
changed significantly frem 2006, as we sold about 200 million additional pouncls of ¢copper in concentrate form and about 250 million
pounds less of refined copper. This change was caused principally by some delays in reaching full capacity at our modemized Ile
smelter,

Molybdenum production and sales increased 36.8% and 40.2%, respectively in 2007 when compared to 2006. The increases are
principally due to higher grades at our Peruvian mines and from La Caridad mirie which lost production in 2006 due to strikes.

Mine zinc production amounted to 266.8 million pounds in 2007, a 11.4% decrease from 2006. The decrease of 34.3 million pounds
in zine production is mainly due to the strike losses at our Taxco and San Martin mines.

Copper made up 69.5% of net sales in 2007 compared with 76.0% in 2006. Sales of by-products in 2007 totaled $1.856.9 million
compared with $1,313.1 million in 2006, an increase of 41.4%. The increase is principally attributable to the increase in the
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volume and sales prices for molybdenum, This increase was partially reduced by jower volume and sales prices for zinc, The table
below provides the sales of our by-products as a percentage of our total net sales.

Year Ended December 31,

By-product Sales ns o Percentuge of Total Net Sales 2007 2006
Molybdenum 17.8% 10.5%
Zinc 59% 7.1%
Silver ) . ‘ 3.8% 41 %
Other by-products o 3.0% 2.3%
Total 30.5% 24.0 %

Cost of sales (exclusive of depreciation, amortization and depletion)

Qur cost of sales {exclusive of depreciation, amortization and deptetion) in 2007 was $2,122.2 million, compared with $2.019.8
million in 2006, an increase of $102.4 mitlion, or 5.1%. The increase in cost of sales was principally due te $132.0 million of higher
production cost, including, $21.7 million due 10 higher fuel and power cost, $15.5 million of higher water cost at our Mexican
operations due to an increase in the water rate applicable te the mining industry, $14.8 million of higher labor costs. $24.9 million of
higher repair costs, and $55.1 million of other operating costs offset by $146.8 million of lower metal purchased from third parties.
The increase in cost of sales also includes $32.3 million of higher freight and selling cost mainly due to higher sale of concentrates,
$27.1 million of inventory consumption and $39.4 million of higher workers participation.

Selling, general and administrative

Our selling, general and administrative expense in 2007 was $98.0 million, compared with $88.3 million in 2006, an increase of $9.7
million. The increase was principally due to higher labor costs of $6.4 million and $2.5 million of higher rental equipment and office
maintenance cost al our Mexican corporate office.

Depreciation, amortization and depletion

Depreciation, amortization and depletion was $327.9 in 2007 compared with $275.1 million in 2006, an increase of $52.8 million over
2006. The increase includes additional charges of $24.4 million at our Peruvian operations, of which $21.7 million was for our newly
activated llo smelter modernization project. Increases in depreciation. amortization and depletion in 2007 at our Mexican operations
amounted to $28.5 million. This increase includes $11.4 million af higher amortization of capitalized leach material due to increased
amounts capitalized in 2006, $8.9 million of accelerated depreciation of the processing plant equipment at Pasta de Conchos over the
remaining mineral located in the open pit after the mine accident and $8.2 million due to the activation of maintenance and
replacement cquipment.

Exploration

Exploration expense in 2007 was $40.2 mitlion compared with $22.7 million in 2006, an increase of $17.5 million over 2006. This
increase includes $11.8 million at our Peruvian operations, and was principally for the Tia Maria project in the department of
Arequipa, where spending increased by $9.2 million. A feasibility study for the project was completed in 2007 and we are planning to
begin the project in 2008, Exploration expense at our Mexican operation increased by $3.7 million in 2007 and was principally for the
surface drilling activity at Santa Barbara, San Martin and Santa Eulalia.
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Interest expense

Interest expense in 2007 was $123.2 million compared with $113.4 million in 2006, an increase of $9.8 million. Interest expense
increased in 2007 principally as a result of an increase in our average debt cutstanding. Please see “Liquidity and Capital Resources"
for & further discussion of our financing program.

Capitalized interest

Capitalized interest in 2007 was $14.7 million, compared with $27.9 million in 2006, a decrease of $13.2 million, This decrease is
largely due to the startup of the Ho smelter modernization project in ¢arly 2007, for which we capitatized $14.0 million less interest in
2007,

Interest income

Interest income in 2007 was $82.5 million, compared with $50.2 million in 2006, an increase of $32.3 million. QOur interest income
increased principally as a resulé of higher interest rates on shott term securities and higher invested balances.

Loss on debt prepaymentis

Loss on debt prepayments in 2007 was $16.6 million, compared with $1.1 mill:on in 2005, an increase of $15.4 million. Losses in
both periods are related to the repurchase of our Mexican Yankee bonds.

(Loss) Gain on derivative instruments

Loss on derivative instruments in 2007 was $73.7 million, compared with a loss of $11.6 million in 2006. Gain or losses on copper
and other metal derivatives are included in the net sales line and gain or losses on gas derivatives are included in the cost of sales lin»
of the consolidated combined statement of earnings. The (loss) gain on derivative instruments in 2007 and 2006 includes $81.0
million and $11.6 million of loss on the embedded derivatives on short-term investment, respectively, Also the 2007 (loss) gain on
derivative instruments includes $1.3 million of loss on duat currency notes and gain of $8.6 million in exchange rate derivatives US
dollar/Mexican peso. For a further discussion please see Note 3 Short-term Investments and Note 16 Derivative Instruments 1o our
Censolidated Combined Financial Statements.

Other income {expense) '

Other income in 2007 was $30.8 million. compared with an expense of 30.3 mi:lion in 2006. The increase in income is primaniy
attributable to $12.4 million of gain on the sale of an inactive Mexican subsidiary, $3.0 million of lower cost of disposal of assets, and
$10.5 million of lower miscellancous expenses.

Income taxes

Income taxes in 2007 were $1.185.3 million and include $1.153.8 million of Peruvian and Mexican income taxes and $31.5 for U.S.
Federal and state income taxes. Income taxes in 2006 were $959.1 million and included $840.3 million of Peruvian and Mexican
income taxes and $18.8 million for U.S. Federa) and state income taxes. US income taxes are primarily atiributable to investment
income and limitations placed on the use of available tax credits (both foreign tax credits and the minimum tax credit).
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The increase of $226.2 million or 23.6% was primarily due to $405.8 million of higher pretax income, The effeciive tax rate for 2007
was 34.7%, compared with 31.9% in 2006. The increase in the effective tax rate is largely due to the incremental U.S. w@x on dividend
income. The dividend income eliminates in financial consolidation {hock income) but it is taxable in the U.S. at the difference
between the 35% U).S. statutory rate and the foreign tax credit rate of 28% on the dividend,

Minorily interest

Minority interest in 2007 was $10.2 million compared with $9.3 million in 2006, an increase of $0.9 million or 10.0%. This increase
is the result of higher earnings.

Net earnings

Our net earnings in 2007 were $2,216.4 mitlion, compared with $2,037.6 million in 2006, an increase of $178.8 million or 8.8%. Nei
eamings increased as a result of the factors described above.

a0 erating Income Information — 2007 vs.2006;

Peruvian Open-pit Operations

Change
2007 2060 Value %
Net sales $ 35129 § 32154 3§ 297.5 9.3%
Operating costs and expenses (1.541.2) _ (1.3834) (157.8) 11.4%
Operating income $ 19717 $ 1.832.0 % 139.7 7.6%

Net sales at our Peruvian operations in 2007 were $3.512.9 million, compared with $3,215.4 million in 2006, an increase of $297.5
million. This increase was principally due to increases in the sales price of copper and molybdenum. The LME copper price was
5.9% higher in 2007 (the majority of sales of our Peruvian operations” copper is priced on LME) and the molybdenum price was
22.7% higher. Additionalty in 2007 copper and molybdenumn sales volume increased by 2.5 million pounds and 1.3 million pounds,
respectively. Net sales in 2007 include a gain on copper derivatives of $5.5 million compared with a loss of $162.3 million in 2006.

Qperating costs and expenses at our Peruvian operations in 2007 were $1,541.2 miltion, compared with $1.3383.4 in 2006, an increase
of $157.8 million principalty due to higher cost of sales and higher depreciation, amortization and depletion. The increase in cost of
sales {exclusive of depreciation, amortization and depletion) of $117.8 million was principally the result of higher labor cost of $26.6
million due (0 increase in salaries and exchange rate effect, $9.6 million of higher fue! and power cost, $37.4 mitlion of higher freight
and selling cost mainly due o the sale of concentrates and $16.8 million of inventory consumption. The increase in depreciation,
amortization of depletion of $24.4 million is mainly due to the newly activated Ho smelier modernization project which represents an
additional charge of $21.7 million,

Operating income in 2007 was $1,971.7 million, compared with $1,832.0 miltion in 2006, an increase of $139.7 million, The
operating income increased as a result of the factors deseribed above.
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Mexican Qpen-pit Operations.

hange
007 2006 Yalue %
Net sales $ 22251 % 19870 % 238.0 120¢%
Operating costs and expenses (954.4)  (1.067.3) 112.9 10.65%
QOperating income $ 12707 § 919.8 350.9 38.1¢%

Net sales from our Mexican open-pit operations tn 2007 were $2,225.1 million, compared with $1,987.1 million in 2006, an increase
of $238.0 million or 12,0%. This improvement is the result of the higher molybdenum volume, produced and sold in 2007 and the
higher sales price for the molybdenum, Sales of molybdenum, produced by our La Caridad mine increased from 5.5 million pounds in
2006 to 13.6 million pounds in 2007. Significant production and sales of molybdenum were lost in 2006 as La Caridad had a lengthy
strike in the first half of the year. This increase, from molybdenum sales, was reduced by the decrease in volume of copper sales, due
principally 1o a strike at the Cananea mine. In addition, net sales in 2007 included a gain on copper derivatives of $3.5 million
compared with a loss of $113.9 million in 2006.

Operating cost and expenses at our Mexican open-pit operations in 2007 were $954.4 million compared with $1,067.3 million in 2006,

a decrease of $112.9 million or 10.6%. This decrease was principally the result of Jower cost of sales net of higher depreciation,
amortization and depletion. The decrease in cost of sales (exclusive of depreciation, amortization and depletion) of $131.9 million
was principally the effect of the Cananea strike, which began on July 30, 2007 and continued through the end of 2007, An increase in
depreciation, amortization and depletion of $16.6 million in 2006 was principally due to higher amortization of capitalized leach
material due to increased amounts capitalized in 2006.

Operating income in 2007 was $1,270.7 million, compared with $919.8 million in 2006, an increase of $350.9 million or 38.1%. Tie
operating income increased as a result of the factors described above,

IMMSA Unit.
Change
2007 2008 Value G
Net sales’ § 6807 § 7025 3 (21.8) Q1%)
Operating costs and expenses (434.3) (405.2) (29.1) 12 %
Operating income $ 2464 § 2973 & (50.9) (17.1%)

Net sales at our IMMSA unit in 2007 were $680.7 million, compared with $702.5 millien in 2006, a decrease of $21.8 million or
3.1%. The decrease was principally due to lower sales volume caused by strikes at the Taxco and San Martin mines and lower zinc
prices partially offset by higher sales prices in 2007 for copper and silver. Net sales in 2006 include a loss on zinc derivatives of $0 2
million.

Operating costs and expenses at our IMMSA unit were $434.3 million in 2007, compared with $405.2 million in 2006, an increase of
$29.1 million or 7.2%. This increase was principatiy the result of higher cost of sales (exclusive of depreciation, amertization and
depletion) and higher depreciation, amortization and depletion. The increase in cost of sales (exclusive of depreciation, amertization
and deptetion) of $15.8 million, was principally the result of $12.0 million of higher fuel and power cost. $1.7 million of higher water
cost due (o increase in water rates and $3.2 million of other operating cost. These increases were partially offset by $0.9 million of
lower metal purchased from third parties. The increase in depreciation,
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amortization and depletion of $9.1 million is mainly due to the accelerated depreciation of the processing plant equipment at Pasta de
Conchos over the remaining mineral located in the open pit after the mine accident.

Operating income in 2007 was $246.4 million, compared with $297.3 million in 2006, a decrease of $50.9 million or 17.1%. The
operating income decreased as a result of the factors described above.

Intersegment Eliminations and Adjustments

The net sales, operating costs and expenses and operating income discussed above will not be directly equal to amounts in our
consolidated combined statement of earnings because the adjusiments of intersegment operating revenues and expenses must be taken
into account. Please see Note 20 to our consolidated combined financial staternents.

Results of Operations for the Year Ended December 31, 2006 Compared to Year Ended December 31, 2005,

Net sales

Qur sales in 2006 were $5,460.2 million. compared with $4.089.1 million in 2005, an increase of $1,371.1 million or 33.5%. The
increase was attributable to significant increases in metal prices in 2006, particularty for copper. which rose approximately 83%, zinc
and silver, which rose 136.5% and 57.7%, respectively. As a result of a change in our accounting presentation, net sales includes
losses on copper derivatives of $276.1 million and $23.5 million in 2006 and 2005, respectively, and $0.2 mitlion on zinc derivatives

in 2006.

Sales volumes for copper declined by 153.8 million pounds in 2006 a decrease of 10% compared with 2005. This decrease in copper
sales volume, as well as a decrease in the volume of zinc and molybdenum sold, reduced, somewhat, the sales price increase.

The table below presents information regarding the volume of our copper sales products.

Year Ended December 31,

Copper Sales (million p ds) 2006 2005 .
Refined 8350 81713 .
Blister 439 1103
Anode 299 _
Concentrates 56.0 142
SX/EW . 2109 674
Rod 210.5 330.8
Tatal . 1,386.2 1,540.0 .

Mine copper production was 1,335.2 million pounds in 2006, a decrease of 12.2% from 2005. This decrease of 185.8 million pounds
included a decrease of 190.5 million pounds from the Mexican open pit operations, 4.9 million pounds in the Mexican underground
mines and an increase of 9.6 million pounds from the Peruvian mines. The decrease of 190.5 millien pounds in the Mexican open pit
mines was principally the result of the 125 day strike at La Caridad mine and 47 days of strike at the Cananea mine. The decrease of
4.9 million pounds in the Mexican underground mines was due to lower ore grades. The increase of 9.6 million pounds in production
from the Peruvian mines was principally due to higher ore grade and recovery in the Cuajone mine.

Molybdenum production decreased 19.9% from 32.6 million pounds in 2005 to 26.1 million pounds in 2006. This decrease in
production includes 3.7 million pounds from La
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Caridad due to the strike activity and 2.8 million pounds from our Peruvian operations mainly due to lower ore grade and recovery al
the Cuajone mine.

Mine zinc production amounted to 301.1 million pounds in 2006. a decrease of 15.5 millicn pounds or 4.95% from 2005. This decrease
was the result of lower production at three of IMMSA’s zinc mines. Lower ore grades at Charcas and Santa Barbara and reduced
throughput at San Martin were the prime reasons for the lower production. Production increases at two of the other IMMSA mines,
Taxco and Santa Eulalia, somewhat reduced the production losses. The decrease in throughput at San Martin was caused by a 77-dey
strike in the first half of 2006. The increases in throughput at Taxco and Santa Eulalia were caused by increased operating days at
Taxco, 15 days were lost due to strike in 20085, and the increase at Santa Eulaha was caused as production ramped up after a prolon;zed
shutdown. Santa Eulalia restarted operations at the end of 2004 after a three-year shutdown.

A fire at the San Luis Potosi zinc refinery in the first quarter of 2006, reduced refined zinc production in 2006; we were, however, able
to sell zinc concentrates on favorable terms until the refinery was fully operational, which occurred by the end of the third quarter of
2006.

Copper made up 76.0% of net sales in 2006 compared with 66.4% in 2005. Sales of by-products in 2006 totaled $1,313.1 million
compared with 31,373.6 million in 2005, a decrease of 4.4%. The decrease is principally attributable to the decrease in the volume
and sales prices for molybdenum. ‘The decrease in molybdenum was (o a great extent reduced by the improved prices for zine and
silver, which increased by 136.5% and 57.7%. respectively. The table below provides the sales of our by-products as a percentage of
our total net sales.

Yeur Ended December 3L,

By-product Sales as a Percentage of Total Net Sales 2006 20415
Molybdenum 10.5% 227 %
Zinc 7.1% 49
Silver ) 4.1 % 36
Qiher by-products 2.3% 24
Total 24.0% 313.6%

Cost of sales (exclusive of depreciation, amortization and depletion)

Our cos! of sales (exclusive of depreciation, amortization and depletion) in 2005 was $2.019.8 million, compared with $1,635.4
million in 2005, an increase of $384.4 million, or 23.5%. The principal element of the cost of sales increase is the higher value of
copper purchased in 2006 which increased our cost of sales by $280.6 million over 2005, Cost of sales in 2006 also had an increase of
$23.9 millien in Peruvian mining royalties and an increase of $32.4 million in workers™ participation. In addition. cost of sales also
increased in 2006 due to the requirement of EITF 04-6 which prohibits the capitalization of mine stripping costs at our operating
mines. As such, this cost is now included in cost of sales. The practice of capitalizing mine stripping cost in 2005 reduced cost of
sales by approximately $35.0 million.

Selling, general and administrative
Our selling, general and administrative expense in 2006 was $88.3 million, compared with $81.1 million in 2005, an increase of $7.2
million, $5.2 million of which was in our Mexican operations. The Mexican increase is principally due to higher labor costs of $4.4

million and higher professional fees of $1.7 million.
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Depreciation, amortization and depletion

Our depreciation, amortization and depletion expense in 2006 was $275.1 million, compared with $277.2 million in 2003, a decrease
of $2.1 million. The decrease was due to the change in accounting for mine stripping cost. Depreciation, amortization and depletion
in 2005, included amortization of $67.6 million of capitalized mine stripping. A 2006 increase in depreciation related to replacement
capital expenditures reduced the impact of the accounting change.

Exploration

Exploration expense in 2006 was $22.7 million, compared with $24.4 million in 2005, a decrease of $1.7 million. The decrease was
principally as a result of $2.3 million of lower drilling activities in our Mexican operations, mainly at La Caridad due to strikes, $1.2
million of higher investment at Coimolache and Tantahuatay projects net of a decrease of $0.7 million in drilling cost at the Tia Maria
project in Peru.

Interest expense

Interest expense in 2006 was $113.4 million compared with $108.9 million in 2003, an increase of $4.5 million. Our currently paid
interest expense increased in 2006 principally as a result of an increase in our debt outstanding. However, included in 2005 there was
$15.0 million for the write-off of previously capitalized debt issuance cost for financings prepaid in such years. With respect to our
financing programs reference is made to “Liquidity and Capital Resources™ for a further discussion of this matter.

Capitalized interest

Capitalized interest in 2006 was $27.9 million, compared with $22.4 million in 2005, an increase of $5.4 million. This increase is
largely due to the Tlo smelter modemization project, on which we capitalized $5.0 million more than in 2005.

Interest income

Interest income in 2006 was $50.2 million, compared with $30.8 million in 2005, an increase of $19.4 million. Our interest income
increased principally as a result of higher interest rates on short term securities and significantly higher invested balances.

Loss on debt prepayments

Loss on debt prepayments in 2006 was $1.1 million, compared with $10.6 million in 2003, a decrease of $9.5 million. In 2006 and
2005 we paid a premium of $1.1 million and $8.6 million, respectively 1o repurchase cutstanding Yankee bonds. 1n addition in 2005
we paid a penalty of $2,0 million for the prepayment of §199 million of Peruvian boads.

(Loss)Gain on derivative instruments

Loss on derivatives instruments in 2006 was $ 1.6 million, compared with a gain of $1.2 million in 2005. Gain or losses on copper
and other metal derivatives are included in the net sales line and gain or losses on gas derivatives are included in the cost of sales line
of the consolidated combined statement of eamings. The loss of $11.6 million in 2006 is a fair vatue adjustment made on short-term
investments made by the Company in 2006,
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Other income (expense)

Other expense in 2006 was $0.3 million, compared with $3.6 million in 2003, a decrease of $3.3 million. The major component of
other expenses in 2006 is a provision of $16.1 millien for our contribution to the Peruvian regional development fund: this program,
requesied by the president of Peru, will be used for nutritional, health, educatinn and other social benefits in our areas of activities.
This amount is reduced by gains from insarance recoveries of $11.2 million principally from a partial paymemt for a fire at our zinc
refinery in Mexico, at the beginning of 2006, $3.2 million due to a Mexican tax benefit on gas imports, $2.4 million for a prior year
tax adjustment and other miscellanecus income in our Mexican operations of $3.3 million.

Income taxes

[ncome taxes in 2006 were $959. 1 million, compared with $58%.7 million in 2003, an increase of $369.4 million and include $940.5
million and $576.3 million of Peruvian and Mexican income taxes, $18.8 million and $13.4 million for US Federal and state taxes for
2006 and 2005, respectively. US income taxes are primarily attributable to investment income as well as limitations on use of the
alternative minimum tax,

The increase of $369.4 million or 62.6% was primarily due to $1,003.7 millior. of higher pretax income, The effective tax rate for
2006 was 31.9%, compared with 29.4% in 2005. Included in the 2003 tax provision is a refund of $43.4 million received by Miner:.
Mexico for asset-based taxes (minimum income tax) paid in prior years. Without the benefit of this credit the Company’s effective tax
rate for the 2005 year would have been to 31.6%.

Minority interest

Minority interest in 2006 was $9.3 million compared with $12.5 million in 2003, a decrease of $3.2 million or 25.6%. This decrease _
is the result of the acquisition in the fourth quarter of 2005 of a minority holding of shares in our Minera Mexico subsidiary. '

Net earnings

Cur net carnings in 2006 were $2.037.6 million, compared with $1,400.1 million in 2005, an increase of $637.5 million or 45.5%. Met
earnings increased as a result of the factors described above.

Segment Operating Income_Information — 2006 ys.2005;

Peruvian Open-pit Operations ,

Change
2006 2005 Value Ch
Net sales $ 32154 $ 2,167.7 $§ 10477 48.3%
Operating costs and expenses {1.383.4) (879.4) (504.0) 57.3%
Operaling income $ 18320 § 12883 § 5437 42,2 %

Ne sales at our Peruvian operations in 2006 were $3.215.4 million, compared with $2,167.7 million in 2003, an increase of $1.047.7
million. This increase was principally due to significant increases in the price of copper and silver, Copper sales volume increased by
35.5 million pounds in 2006 in part as a result of the purchase and resale of copper acquired from our Mexican operations. Net sales
in 2006 and 2005 include losses on copper derivatives of $162.3 million and $12.2 million.
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respectively.

Operating costs and expenses at our Peruvian operations in 2006 were $1,383.4 million, compared with $879.4 in 2005, an increase of
$504.0 miilion principally due to higher cost of sales. The increase in cost of sales (exclusive of depreciation. amortization and
depletion) of $491.4 million was principally the result of the higher cost of metals purchased from our Mexican operations of $397.5
million. In addition, cost of sales increased in 2006 due to the adoption of the new accounting rule for mine stripping costs. This
practice reduced cost of sales by approximately $35.0 million in 2005. In 2006 such costs are charged to the cost of production.

QOur cost for workers” participation increased $53.4 million in 2006. This cost is calcutated based on 8% of our Peruvian operations
pre-tax eurnings and increased as our profits increase. A Peruvian royalty provision which was instituted in June 2004 added $26.9
million to our cost in 2006,

Operating income in 2006 was $1,832.0 million. compared with $1,288.3 million in 2003, an increase of $543.7 million. The
operating income increased as a result of the factors described above.

Mextcan Open:pit Operations.

Change
2006 2005 Value %
Net sales $ 19870 § 17583 § 2288 C13.0%
Operating costs and expenses (1,067.3) _ (1.054.2) (13.1) 1.2%
Operating income § 9198 3 704l 5 2157 30.6 %

Net sales {rom our Mexican open-pit operations in 2006 were $1,987.1 million, compared with $1,758.3 million in 2005, an increase
of $228.8 million or 13.0%. The increase in net sales was principally a result of significant increases in the price of copper and silver
partialty reduced by a decrease in sales volume as a consequence of the strike activity at La Caridad and Cananea mines. Net sales in
2006 and 2005 inciude losses on copper derivatives of $113.9 million and $11.3 million, respectively.

Operating cost and expenses at our Mexican open-pit operations in 2006 was $1,067.3 million compared with $1,054.2 million in
2005, an increase of $13.1 million or 1.2%. This increase was principally the result of higher cost of sales net of lower depreciation,
amortization and depletion. The increase in cost of sales (exclusive of depreciution, amertization and depletion) of $31.2 million was
principalty the result of higher purchased metat from third parties with a cost of $73.8 million partially offset by a decrease of $31.8
million in workers participation and lower sales expenses of $15.3 million.  Our cost for workers” participation includes an
adjustment of $36.3 million in 2005. This cost is calculated based on 10% of pretax earnings and increases as our profils increase.,
The decrease in depreciation, amortization and depletion of $16.5 million in 2006 was principally due to the amortization of
capitalized mine stripping in 2003,

Operating income in 2006 was $919.8 million, compared with $704.1 million in 2005, an increase of $215.7 million or 30.6%. The
operating income increased as a resuit of the factors described above.
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IMMSA Unit.

Change
B 2006 2008 Value o
Net sales 5 0.5 § 4487 5 2538 56.6%
Operating costs and expenses (405.2) (381.9) 23.3) 6.1%
Operating income $ 2973 & 668 § 2303 345.1%

Net sales at our IMMSA unit in 2006 were $702.5 million, compared with $448.7 million in 2005, an increase of $253.8 million or
56.6%. The increase was due to higher sales prices in 2006 for copper, zinc and silver. In addition, an increase in sales volume of’
copper added 1o the 2006 sales increase which was reduced by lower zinc and silver sales volumes. Net sales in 2006 include a loss on
zinc derivatives of $0.2 million,

Operating costs and expenses at our IMMSA unil were $405.2 million in 2006, compared with $381.9 million in 2003, an increase of
$23.3 million or 6.1%. This increase was principally the resuli of increased cost of sales, administrative expenses and depreciatior.,
amartization and depletion. In 2006, cost of sales (exclusive of depreciation, amortization and depletion) increased $15.1 million,
principally as a result of higher purchased metals from third parties and higher workers participation.

Operating income in 2006 was $297.3 million, compared with $66.8 million in 2005, an increase of $230.5 million or 345.1%. Th:
operating income increased as a resuit of the factors described above.

Intersegment Eliminations and Adjustments

The net sales, operating costs and expenses and operating income discussed above will not be directly equal to amounts in our
consolidated combined statement of earnings because the adjustments of intersegment operaling revenues and expenses must be taken
into account. Please see Note 2{ to the financial statements.

Liquidity and Capital Resources

The following discussion relates to our liquidity and capital resources for each of the yeurs in the three year period endecl
December 31, 2007.

Liguidity
—_— Year Ended December 31,
{in millions} 2007 2006 2005
Net cash provided from operating activities $ 27035 % 20594 3 1,663.5
Net cash used for investing activities (246.0) (725.3) (435.9)
Net cash used for financing activities {2,088.3) (1,164.4) (1,064.4)

Cash Flows from Operating Activities

Net cash provided from operating activities was $2,703.5 million, $2,059.4 million and $1,663.5 million in 2007, 2006 and 2005.
respectively. The increases in 2007 and 2006 were primanly the resutt of higher net earnings in both years, which were the result of
improved sales prices for most of our metal products and the change in the balances of operating assets and liabilities. Also in 2007
an increase in molybdenurn sates volume contributed to the increase in cash flow,

In 2007. our earnings were $2.216.4 million, approximately 82.0% of the net operating
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cash flow. Significant items deducted from, or added 1o arrive (o operating cash flow included. depreciation amortization and
depletion of $327.9 million, $81.0 million of realized loss on shori-term investments and $66.6 million of deferred income tax, which
positively increased operating cash flow and $45.9 million of capitalized leachable material, which lowered cur cash flow.
Additionally, a decrease in working capital needs increased operating cash flow by $35.7 million.

In 2006, our eamnings were $2,037.6 million, approximately 98.9% of the net operating cash flow. Significant items deducted from, or
added to, our earnings to arrive to operating cash flow included, depreciation, amontization and depletion of $275.1 millicn, and §11.6
million of unrealized loss on short term investment, which positively increased operating cash flow and capitalized leachable materiat
of $65.9 million, which lowered our cash flow. Additionally, an increase in working capital reduced operating cash flow by $178.5
million. The working capital increase was the result of an increase of $217.9 million of receivables as a result of higher copper prices,
this increase was reduced by a buildup of $80.7 million of accounts payable and accrued liabilities, a key component of which was the
increase of $104.3 million in the unpaid provision for workers' participation, which was paid in the first quarter of 2007. Other
increases in working capital amounted to $41.3 million.

In 2005, our earnings were $1.400.1 million, approximately 84.2% of the net operating cash flow. Significant items deducted from, or
added to, our earnings to arrive to operating cash flow included, deprecistion, amortization and depletion of $277.2 million, which
positively increased operating cash flow, and capitalized mine stripping and leachable material of $38.9 million and $77.5 million,
respectively, and a deferred tax benefit of $42.3 million, which reduced operating cash flow. Additionally, changes in working capital
balances added $110.5 million to our net cash from operating activities.

Cash Flows from Investing Activities

Net cash used for investing activities was $246.0 million in 2007 compared to $725.3 million in 2006. In 2007, investing activities
include $315.7 million of capital expenditures, $217.2 million for the purchase of short-term investments, less $287.4 million received
on the redemption of short-term investments. The $315.7 million of capital expenditures, includes $21.0 million for the Tlo smelier
modernization project. $13.8 million for the Toguepala leach dump project, $10.5 million for the PLS dam project and $270.4 million
for equipment replacements and upgrades of which $188.6 million was for our Mexican operations.

Net cash used for investing activities was $725.3 million in 2006 compared to $435.9 million in 2005. We made capital expenditures
of $455.8 million in 2006, including $160.9 million for the lo smelter modernization project, $15.6 million for the Toquepala leach
dump project and $279.3 million principally for equipment replacements and upgrades, of which $202.5 million was for our Mexican
operations. In addition, the Company made short-term investments of $280.0 million for 2006,

Net cash used for investing activities was $435.9 million in 2005. We made capital expenditures in an aggregate amount of $470.6
million in 2005, including $234.6 million for the lio smelter modernization project, $32.8 million for the Toquepala crushing,
conveyor system for leachable material, $9.1 million for the Toquepala leach dump project and $194.1 million principalty for
equipment replacements and upgrades, of which $148,7 million was for our Mexican operations. Cash flow provided by investing
activities in 2005 was from the net sale of short-term investmenis of $45.3 million.
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Cash Flows Jrom Financing Activities

For 2007, cash used for financing activities amounted $2,088.3 million, mainly for a dividend distribution of $2,002.3 million to our
shareholders and $7.2 million to our remaining minority interest investors. I 2007, financing activities also include $63.6 million for
the repurchase of our Yankee bonds series B and $10.0 million for the amortization of the Mitsui loan.

For 2006, cash used for financing activities amounted to $1,164.4 million, mainly for a dividend distribution of $1,509.1 million ta our
shareholders and $8.3 million 10 our remaining minority interest investors. In addition, net debt incurred in 2007 was $356.0 million.

For 2005, cash used for financing activities amounted to $1.064.4 million. New financings undertaken in 2005 resulted not only in
improved terms for our debi but also reduced our debt burden by $158.2 million. In addition, we distributed $853.9 million to our
shareholders in 2005 and $5.3 million to cur remaining minority interest investors, In October 2005, we purchased an additional 6,4
million shares of Minera Mexico, representing 0.8133% of the outstanding shares. for $30.3 million.

Other Liquidity Considerations

On January 29, 2008, the Company announced an up to $300 million share repurchase program authorized by the Board of Directo:s,
Under this program the Company may purchase shares from time to time, based on market conditions and other factors. The
repurchase program has no expiration date and may be modified or discontinuzd at any time. Any shares acquired will bz available for
general corporate purposes.

On January 24, 2008, the Board of Directors approved a dividend of $1.40 per share, totaling $412.3 million, to be paid on
February 29, 2008 to shareholders of record as of February 12, 2008. Our dividend policy continues to be reviewed at Board of
Directors’ meetings, taking into consideration the current intensive capital investment program and expected future cash flow
generated from operations.

The Company expects that it will meet its cash requirements for 2008 and beyond from cash on hand, intemnally generated funds and
from additional external financing if required.

In December 2006, our Peruvian Branch signed a contract with the Peruvian government committing our Company to make annual
contributions for five years to support the regional development of Peru. The contributions are being used for social benefit
programs. In 2007, the Company made a contribution of $16.1 million cut of 2006 earnings and has charged 2007 earnings §17.9
million for the 2008 contribution. The following three years' contributions could increase or decrease depending on earnings and
copper prices. If the copper price drops below $1.79 per pound the contribution will cease,

In June 2004. the Peruvian Congress enacted legislation imposing a royalty charge to be paid by mining companies. Under this law,
we are subject 10 a 1% 10 3% charge. based on sales, applicable 1o the value of the concentrates produced, We made a provision of
$62.8 million, $67.2 million and $40.3 million in 2007. 2006 and 20035, respectively. for this charge. During 2007, 2006 and 2005 we
made payments of $64.0 million, $67.1 million and $47.4 million, respectively, related to this charge.

Financing

The Company’s total debt at December 31, 2007 was $1,466.4 million compared with $1,545.0 millicn at December 31, 2006 before
the unamortized discount of notes issued under par of $16.7 million and $16.9 million at December 31, 2007 and 2006,
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respectively. The $78.6 million net decrease in total debt during 2007 was due to the repurchase of $68.6 million of Yankee bonds
series B and $10.0 million payment on the Mitsui loan.

The Company’s ratio of debt to total capitalization was 27.3% at December 31, 2007, compared with 29.3% at December 31, 2006.

The $400 million 7.5% notes due 2035 issued in 2006 are in addition to the $600 million of existing 7.5% notes due 2035 that were
issued tn July 2005. The 2006 financing was issucd at a spread of +240 basis points over the 30-year U.S. Treasury bond.
Comparatively, the financing in July 2005 was issued at a spread of +315 basis points over the 30-year U.S, Treasury bond. The noles
are rated Baa2 by Moody’s, BBB- by Standard & Poor’s, and BBB- by Fitch. The 2006 financing was issued at a discount of $10.8
million. Additionally, the Company capitalized in “Other assets, net,” on the consolidated balance shecet, $3.2 million of costs
associated with the 2006 issuance.

Capital Expenditure Programs

A discussion of our capital expenditure programs is an impertant part of understanding our liquidity and capital resources. The
Company expects to meet the cash requirements for these capital expenditures from cash on hand, internally generated funds and from
additional external financing if required. For informalion regarding our capital expenditure programs, please see the discussion under
the caption “Capital Expansion Program™ of this section.

Contractual Obligations

The following table summarizes our significant contractual obligations as of December 31, 2007:

Poyments due by Perjod

2013 pnd
Toilal 2008 2009 2010 2011 2012 Thereufter
{dollzrs in millions)

$ 14664 5 1600 § 100 3 10.0 3 100 § 100 § 12664

Lang-term debt

Interest on debt 7 2,286.2 99.6 95.8 95.3 94.6 94.1 1.806.8
FIN No, 48 (a) 154,7 — — — — — —.
Purchase obligations: i .
Commitment to purchase energy ' 1,491.0 157.0 157.0 137.0 157.0 1572.0 © 1060
Contribution to the Peruvian regional
development 17.9 179 -— — — — —
Total $ 54162 5 4345 $ 2628 § 2623 8 2616 § 261.1 $ 37792

(a} The above table does not include any future payment related to FIN No.43 liabilities because there is often a high degree of
uncertainty regarding the timing of future cash outflows. As of December 31, 2007 the hiability recognized by the Company was
$154.7 million and is included as non-current liability in the consolidated balunce sheet.

Interest on debt is calculated at rates in effect at December 31, 2007, Please refer to “Note 1 -—Financing” of our Consolidated
Financial Statements for a description of our long-term debt arrangements and credit facilities.

We have 1 commitment (o purchase power for our Peruvian operations from Energia del Sur, 5.A. untii 2017. Amounts indicated en
the above table are based on power costs in 2007, which are subject to change as energy generation costs change and our forecasted
power requirements through the life of the agreements change.
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Pursuam to our agreement with the Peruvian Government signed on December 28, 2006 we have committed to make annual
contributions for five years for the regional development of Peru based on Peruvian Branch earnings after income tax. ‘The follow.ng
three-year contributions could increase or decrease depending on copper prices. The commitment of the Branch is for a total of 1.215%
of its annual earnings, after Peruvian income tax. if the copper price drops below $1.7% per pound the contribution will cease.

For an additional discussion on this matter piease see “Regional development contribution™ on “Note 14—Commitments and
Contingencies™ of the Consolidated Combined Financial Statements.

Non-GAAP Information Reconciliation-

Following is a reconciliation of “Operating Cash Cost™ (see page 79) to GAAP cost of sales in millions of dollars and cents per pound
in the table below:

2007 2006 2005
$ million $§ perunit $ million $ perunit $ million $ per unit

Cost of sales (including depreciation, amortization and

depletion)—GAAP $2450.1 % 1.89% $2.2949 3§ 1668 $19126 § 126
Add:
Setling, general and adminisirative expenses 93.0 2.076 883 0,064 811 Q054
Treatment and refining churges 579 0.045 61.0 0.044 343 0.0013
Less:
By-product revenue (1) {2.023.7) (1.568) (1,547.1) (1,124 (1.478.0) (0.979)
Depreciation, amortization and depletion (3279} (0254} (275.1) (0.200) {277.2) <(0.144)
Workers® participation (3109) (0.248)  (271.5) (0.197) (2192) (0145}
Royalty charge and other, net (128.0) (0.099) (127.1) 0093y @08} (0.057)
inventory change (31.5) 0.024) (4.4  (0.003) 33.0 (.0:2
Operating Cash Cost $ (216018 (0.167)% 2190 % 0159 § 458 $ 0.0i0
Add by-product revenue 2.23.7 1.568 1.547.1 1.124 _1.478.0 0.979
Operating Cash Cost, without by-product revenue 18077 §  1.40F 31,7661 $ 1.283 $15238 § 10D
Total pounds of copper produced and purchased (in millions) 1,281.0 1.3759 1.510.4

(1} Includes net by-product sales revenue and premiums on sales of refined products.
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ltem 7A. Quantitative and ¢

A portion of our outstanding debt bears interest at variuble rates and accordingly is sensitive to changes in interest rates. interest rate
changes would also result in gains or losses tn the market value of our fixed rate debt portfolio due to differences in market interest
rates and the rates at the inception of the debt agreements. Based upon ous indebtedness at December 31, 2007, a change in interest
rates of one percent (or 100 basis poinis) would impact net income and cash flows by $0.6 million annually.

We are also exposed to market risk assoctated with changes in foreign currency exchange rates as certain costs incurred are in
currencies other than our functional currency. To manage the volatility related to the risk, we may enter inte forward exchange
contricts, currency swaps or other currency hedging arrungements,

We are subject to market risks arising from the volatility of copper and other metal prices. Assuming that expected metal production
and sales arc achieved. that tax rates are unchanged, and giving no effecis to potential hedging programs metal price sensitivity factors
would indicate estimated change in net earnings resulting from metal price changes in 2008 as provided in the table below.

Copper Molyhdenum Linc Silver
Change in metal prices (per pound except silver — per ounce) $ 001 % 106 % 001 § 1.00
Change in net earnings {in millions} $ 76 % 195 % 14 5 8.6

We occasionally use derivative instruments to manage our exposure 1o market risk from changes in commodity prices. interest rate
and exchange.rate risk exposures. The Company generally does not enter into derivative contracts unless it anticipates a future
activity that is likely to occur that will result in exposing the Company 10 market risk.

Copper and zinc derivatives:
From time to time we enter into derivative instruments to protect a fixed copper, or zinc price for a portion of our metal sales.

In 2007 and 2006 we entered into copper collar and swaps contracts to protect a portion of our 2007 and 2606 sales of copper
production. Related io the settlement of these copper derivative instruments we recorded a gain of $10.9 million and a loss of $276.1
million in the 2007 and 2006, respectively. These gains and losses were recorded in net sales in the consolidated combined statement
of earnings.

In the third quarter of 2006 we entered into a zinc swap contract to protect a portion of the sale of zinc concentrates purchased during
the recovery from a fire at the San Luis Potosi zine refinery. Related to the settlement of this contract we recorded in 2006, a loss of
$0.2 million which was recorded in net sales in the consolidated combined statement of earnings.

We did not hold any copper or zinc derivative contracts al the end ot December 2007,

Transactions under these metal price protection programs are not accounted for as hedges under SFAS No. 133 and are adjusted 1o fair
market value based on the metal prices as of the last day of the respective reporting period with the gain or loss recerded in net sales
on the consolidated combined statement of carnings. In 2006, the Company changed its accounting classification policy to recognize
gains or losses on metal price derivatives in net sales. ‘The Company believes that this income statement classiftcation reflects betier
the intention of this price protection
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program. Before 2006, the chunge in the fair market vatue of our derivative instruments was accounted for in a separate non-operating
income statement line item. Prior-year gains and losses have been reclassifted to conform to the 2006 presentation.

Gas swaps:

En 2006 and 2007 we entered into gas swap contracts to protect part of our gas consumption as follows:

2007 2006
Gas volume (MMBTUs) . 900,000 3,650,000 _
Fixed price 7.5250 4.2668
Gain (loss) (in million) 3 05} § 6.3

The gains (losses) abtained were included in the production cost. At December 31, 2007, we did not hold any open gas swap
contracts.

Exchange rate derivatives, U.S. dollar / Mexican peso contracts:

Because more than 835% of our sales collections in Mexico are in US dollars and many of our costs are in Mexican pesos, during 2006
and 2007 we entered into zero-cost derivative contracts with the purpose of protecting, within a range, against an appreciation of the
Mexican peso to the US dollar. In these contracts if the exchange rate settles a1 or below the barrier, we do not sell US dollars, if the:

exchange rate settles above the barrier price established in the contract we sell US dollars at the strike price established in the contract.

[n 2007 and 2006 the exercise of these zero-cost derivative contracts resulted in gains of $8.1 million and $0.9 million, respectively,
which were recorded as gain (loss) on derivative instruments in the consolidated combined statement of eamings.

At December 31, 2007 we held the following exchange rate derivative operations:

Due Date, Weekly Strike Price Barrier Price
Notional Amount (millions) expiration during {Mexican Pesos/U.S. Dollars) Mexican Pesos/ U.5. Dollars
$20 131 Quarter 2008 (*) 11.60 naf
520 st Quarter 2008 (*) ) 11.28 C 100
$60.0 4th Quarter 2008 1132 10.6{

(*} These operations matured on January 3, 2008 and reported a gain of $0.1 million, which was recorded as unrealized gain on
derivative instruments in the consolidated combined statement of earnings at December 31, 2007.

At December 31, 2007, the fair value of the above listed exchange rate derivative contracts was a gain of $0.5 million,which was
recorded as gain on derivative instruments in the consolidated combined statement of earnings. Each notional amount includes a
group of weekly transactions that have the same strike and barrier price.

In addition, at December 31, 2007 the Company held the following exchange rate derivative contract:

Amount $53.0 mitlion

Valuation date $1.0 million weekly, through December 31, 2008;
Pesofdollar exchange rate  11.2 pesos = $1.00
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The above noted contract settles weekly, and if the Mexican peso/US dollar exchange rate is below 11.20 the counterparty to the
contract, in this case Merrill Lynch Capital Services, [nc. (“"MLCS™), will pay the Company 11.2 million Mexican pesos and the
Company will pay MLCS $1.0 million. If the Mexican peso/US dollar exchange rate is not below 11.20 MLCS will pay the Company
22.4 million Mexican pesos and the Company will pay MLCS $2.0 million.

Dual currency notes:
In 2007 we invested $560.0 million in dual currency notes which provided an above market interest retrn subject to a batrier range of
the Mexican peso/US dollar exchange rates. Related 1o these investments we realized an exchange loss of $1.3 million, which was

recorded as a loss on derivative instruments in the consolidated combined statement of earnings.

We carned interest of $2.1 million in 2007, which was recorded as interest income in the consolidated combined statement of
eamings.

Interest Rate Swaps:

During 2005 the Company eatered into short interest rate swap contracts to reduce its exposure to interest rate risk on cenain of its
floating rate bank obligations. As a result of these positions, the Company recorded a net gain of $1.2 million in 2005. This gain was
recorded in loss in derivatives instruments on the consolidated combined statement of earnings. The Company did not hold any
interest rate swap contracts during 2007 and 2006 and does not hold any open positions as of Decernber 31, 2007,

Shori-term investments:

Commencing in 2006 the Company began making shon-term investments (90 days to 1 year) in leveraged. indexed imstruments. The
balances of short-term investments were as follows (in millions): :

As of December 31,
t 2007 2006
3-month note, issued December 12, 2006, with extensions every 3 months up to a maximum of 12 months,
. and with an interest rate of 7% established by a poo! of Mexican and Peruvian bond issues. $ — 5§ 1000
3-month note, issued December 12, 2006, with extensions every 3 months up to a maximum of 13 months
_ and 5 days, with an interest rate of 7% established by a pool of Mexican and Peruvian bond issues. — 100.0
180-day note, maturing June 12, 2007 with an interest rate of 6%, with barrter range of $37.669 and
. $69.957 of SCC stock price, NYSE symbol PCU. . — 40.0
180-day note, maturing June 28, 2007 with an interest rate of 6%, with barrier range of $38.738 and
_ 371.942 of 8CC stock price, NYSE symbol PCU. ] ] R — 20.0
300-day note, maturing December 24, 2007 with an interest rate of 3.6%, with barrier range of $50.00 and
$75.00 of SCC stock price, NYSE symbol PCU. . — 200
Short-term investment in securities issued by public companies with a weighted uverage interest rate of
5.07%. 117.9 —
Total § 1179 3 2800
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In addition to the 2006 investments, on January 19, 2007 we invested $100.0 million, in a 3-month note, with extensions every 3
months up to a maximum of 12 months and at an interest rate of 7.25%, established by a pool of Mexican and Peruvian bond issues.
This investment was liquidated on October 3, 2007.

Short-term investment in securities held as of December 31, 2007 consists of those investments available for sale and are issued by
public companies. Each security is independent of the others. Current value of these investments is deemed to approximate fair value.

Some of the other investment insiroments were indexed to SCC common stock prices while others were leveraged and indexed 1o
certain bond pools. Both types of instruments could have caused the principal of the investment to be reduced if the estublished
ranges were breached. Since the notes were not principal protected, the Company risked losing part or all of the initial investment.
These instruments had been deemed to contain embedded derivatives and had been subject to valuation using a binomial model.

Related to these shon-term investments, the Company recorded losses of $81.0 million and $11.6 million in 2007 and 2006,
respectively. The losses on these short-term investments were recorded as loss on derivative instruments in the consolidated
combined statement of eamings.

Additionally, the Company earned intercst of $18.7 million and $9.3 million on these investments in 2007 and 2006, respectively,
which were recorded in interest income in the consolidated combined statement of earnings.

Impact of New Accounting Standards

In December 2007, the FASB published SFAS No. 160 “Non Controlling [nterests in Consolidated Financial Statements” — an
amendment of ARB No. 51. This statement addresses the reporting of minority interests in the results of the parent and provides
direction for the recording of such interests in the financial statements. [t also provides guidance for the recording of various
transactions related to the minority interests, as well as certain disclosure requirements.

SFAS No. 160 will be effective for fiscal years, and interim periods after December 15, 2008; earlier adoption is prohibited and shall
be applied prospectively, The presentation and disclosure requirements shall be applied retrospectivety for ali periods presented. The
Company will adoept this pronouncement on January 1, 2009,

The adoption of this statement will cause some changes to our Company’s presentation of financial results and our statement of
position. However, these changes are not expected to be of a material nature,

In Sepiember 2006 the FASB published SFAS No. 157 “Fair Value Measurements™, which provides enhanced guidance for using fair
value to measure assets and liabilities. SFAS No. 157 establishes a common definition of fair value, provides a framework for
measuring fair value under U.S. GAAP and expands disclosure requirements about fair value measurements. SFAS No. 157 was 1o be
effective for Minancial statements issued in fiscal years beginning after November 15. 2007, and interim periods within those fiscal
years. On February 6, 2008, the FASB issued a position paper that partially defers SFAS No. 157 for one year. The Company is
currently evaluating the impact, if any. the adoption of SFAS No. 157 will have on its financial position, results of operattons and
disclosures,

For a description of the impact of other new accounting standards, see Note 2, “Summary of Significant Accounting Policies—Impact
of new accounting standards,” to our consolidated combined financial statements.
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hem 8. Financial Statemems and Supplementary Data
Southern Copper Corporation
and Subsidiaries
CONSOLIDATED COMBINED STATEMENT OF EARNINGS

For the years ended December 31,

{in thuusands, except for per share amounts) 2007 2006 2005
Net sales (2005 includes sales to alliliates of $28,357) ' $6,085,672 $5,460,221 $4,089,145

Operating cost and expenses:
Cost of sales (exclusive of depreciation, amortization and depletion shown separately

below) 2,122,163 2,019.840 1,635,393 .
Selling, general and administrative 98,047 88,274 81,132,
Depreciation. amertization and depletion ' 327,898 275,062 277,248
Exploration 40212 22,704 24,356 :

Total operating costs and expenses 2,588320 2,405,880 2,018,129

Operating income 3497352 3054341 2,071,016
Interest expensé i (123204 (113422) (108,8751 ):
Capitalized interest 14,717 27951 22,509
Gain (loss) on derivative instruments (73,711) (11,595) 1,159
Loss on debt prepayments (16,572) (L137) . (10,559)
Other income (expense) 30,759 (326) (3,649)
Interest income 82,519 50,217 30,765
Eamings before income taxes and minority imerest 3,411,860 3,006,029 2,002,367 |
Income 1axes 1,185,261 959,087 589,744
Minority interest 10,229 9,302 12,475
Net earnings 52,216,370 $2,037.640 $1,400,148
Per common share amounts: ) .

Net earnings — basic and diluted $ 753 % 692 $ 4,76

Dividends paid 5 6.80 $ 513 % 290
Weighted average shares outstanding — basic and diluted 294,466 294,461 294,456

The accompanying notes are an integral pan of these consolidated combined financial statements.
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Southem Copper Corporation
and Subsidiaries
CONSOLIDATED BALANCE SHEET

At December 31, 2007 2006
(in thousands) _— —.
ASSETS
Current assets:
Cash and cash equivalents $ 1409272 § 1,022,778
Short-term investment ) 117,903 280.000
Accounts receivable trade (less allowance for doubtful accounts (2007 - $4,585 and 2006 -
$5,948) - 404,598 560,227
Accounts receivable — other (including affiliates 2007 - §1,644 and 2006 - $2.630) 58,180 46,199
Inventories ] 448,283 413,652
Deferred income tax — current portion 72,303 65,638
Other current assets 124 970} 54,383
Total current assets 2,635,509 2,442,877
Property. net 3,568,311 3.538,295
Leachable material, net 220,243 231,516
Intangible assets, net 115,802 118,107
Deferred income tax non-current — 14,549
Other assets 40,693 31,070
Total assets $ 6,580,558 S 6,376,414
LIABILITIES
Current liabilities:
Current portion of long-term deb A $ 160,000 § 16,000
Accounts payable 255,070 271,064
Accrued income taxes 132,175 226,047
Due to affiliated companies 3.870 3,58t
Accrued workers' participation 313,25¢ 299,892
Accrued Interest 37,325 37,140
Other accrued liabilitics 25,499 11,847
Total current liabilities 427,190 859,571
Long-term debt 1.289.754 1,518,111
Deferred income 1axes 219,501 194,759
Non-current taxes payable 154,721 —
Othter linbilities and reserves 111,442 111,196
Asset retirement obligation 13,145 12,183
Total non-current liabilities 1,788,563 1,836,249

Commitments and contingencies (Note 14)

MINORITY INTEREST 16,685 13,989

STOCKHOLDERS’ EQUITY
Common stock par value $0.01: shares authorized: 2007 and 2006- 320,000,000: shares issued

2007 and 2006- 294,865,362 2,949 2,349
Additional paid-in capital 825,543 772,593
Retained eamnings 3.220.857 3,010,307
Accumulated other comprehensive loss (26.554) (22,332)
Treasury stock, at cost, common shares (174,675) 97.012)

Total stockholders’ equity 3.848,120 3,666,505

Total liabilities, Minority Interest and Stockholders’ Equity $ 6580558 § 6.376.4i4

The accompanying notes are an integral part of these consolidated combined financial statements.
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Southern Copper Corporation
and Subsidiaries
CONSOLIDATED COMBINED STATEMENT OF CASH FLOWS

For (he yeors ended December 31, 2007 2006 2005
(in thousands)

OPERATING ACTIVITIES

Net earnings $ 2216370 $ 2037640 $ 1.400,i148
Adjustments to reconcile net earnings to net cash provided from operating
activities:
Depreciation, amortization and depletion 327,898 275,062 277,248
Capitalized leachable material {45,903) (65,930) (77.523)
Capitalized mine stripping — — (38,886)
Loss on currency translation effect 12,052 5,758 8.885
Provision for deferred income taxes 66,596 (33.693) (42,268)
Loss on short-term investments 81,006 11,595 —
Unrealized gain on derivative investments {520) —_— —
Write-off unamortized financial cost — — 14,965
Minority interest 10,229 9,302 12,475
Cash provided from {used for) operating assets and liabilities:
Accounts receivable 66,200 (217.991) 59,457
Inventories (34,632) (17.807) (43,468
Accounts payable and accrued liabilities (229,189) 80,694 75,269
Other operating assets and liabilities 233,349 (25317) i7.194
Net cash provided from operating activities 2,703,456 2,059,313 1,663,496

INVESTING ACTIVITIES
Capital expenditures ] (315.741) (455.81%) (470,636)
Purchase of short-term investments {217,903) (280,000) (74.339)
Net proceeds from shori-term investments 287,398 — 119,606
Other i 267 10,532 (10,5013
Net cash used for investing activities (245,979) (725,286) (435,870)

FINANCING ACTIVITIES '

" Debt incurred — 389,192 993,717
Debt repaid (78.600) (33.146} (1.151.940)
Capitalized debi issuance cost (3,150) (8.800)
Cupital stock transaction — Minera Mexico — — (7.438)
Dividends paid 10 common stockholders {2,002,312) (1,509,099 ) (853,887)
Distributions to minority interest (7.211) (8,282) (5.297)
Purchase of shares Minera Mexico —_ — (30,276)
Other (224) 185 (478) -
Net cash used for financing activities (2,088,347) t1,164.300) {1,064.399)

Effect of exchange rate changes on cash and cash cquivalents 17.364 (22.952) 2,009

Increase in cash and cash equivalents 386,494 146,775 165,296

Cash and cash equivalents, at beginning of year 1,022,778 876,003 710,707

Cash and cash equivalents, at end of year $ 1409272 $ 1022778 $ 870,003
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2007 2006 2005
{in thousands)

Supplem_entﬂ] disclosure of cash flow information:
Cash paid during the year for:

pis

Interest $ 130,633 3 116052 $ 80,266

Income taxes $ 1,057,931 $1,031,511 3 702,6€0

Warkers Participation $ 301,086 $ 17329 $ i~
Supplemental schedule of non-cash operating,

investing and financing activities:

Accounts receivahle from affiliate offset by accounts payable $ — % 3,520 $ .

{(Increase) decrease in pension and other post-retirement benefits $ {3,266) § 1,160 $ (849)

Impact of FASB 158 adoption $ — % 16527 $ +
Non cash transactions:
Common stock split: ) .
Ingrease in Commen stock 3 — § 14712 % -
Decrease in Additional paid-in capital $ — § 1472 $ -—

The accompanying noles are an integral part of these consolidated combined financial statements.
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Southern Copper Corperation
and Subsidiarics
CONSOLIDATED COMBINED STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

For ycars ended December 38, 2007 2006 2005
(in thousands)
CAPITAL STOCK:
Balunce at beginning of year: $ 2549 § 2,949 1631
Issued in exchange for class A common stock — — 1,318
Balance at end of year 2,949 2,949 2,949
Class A Common Stock:
Balance at beginning of year L3E
Exchanged for common stock — — (1,118}
Balance at end of year —_ - —_
ADDITIONAL PAID-IN CAPITAL:
Balance at beginning of year 772,693 772,693 799,687
Net movement of the period 52,850 — {26,994 ).
Balance at end of year 825,543 772,693 772,693
TREASURY STOCK:
Southern Copper Common shares
Balance at beginning of the yeur {4,409 {4,466) (4,589)
Used for corporate purposes 49 57 123
Balanee at end of period (4,360) (4.409) (4,466}
Parent Company Common Shares .
Balance at beginning of year (92.603) (80.368) (72,897 )
Purchase of shares (77,712} (12,235) (7.471)
: Balance at end of year {170,315} (92,603 ) (80,368 )
l Treasury stock balance at end of year (174,675} (97,012} (84,834 p
; RETAINED EARNINGS:
' Balance at beginning of year 3,010,307 2,648,359 2,102,098
| Net earnings 2,216,370 2,037,640 1,400,148
| Net effect of change in accounting for Mine stripping cost, net of income tax — (166,593) —
| Cumuiative effect of FIN No. 48 adoption (3,508) —
| Dividends paid, Common stock, per share, 2007 - $6.80. 2006 — $5.13, 2005
-$240 _ (2.002312) _ (1,509.099) __ {853.8687)
, Balance at end of year 3,220,857 3,010,307 2,648,359
ACCUMULATED OTHER COMPREHENSIVE LOSS:
Balance ut beginning of yeur {22,332) (13,090 (13,653)
{[ncrease} decrease in pension and other post-retirement benefits (3,260) 1,160 (849)
Net effect of the adoption of change in accounting for penstons and post
retirement benefit obligations, net of income tax (SFAS No. 158) — (16,527} —
Unrealized gain on equity securities (956) 6.125 1412
Balance at end of year (26,554 ) (22,332} (13.090)
TOTAL STOCKHOLDERS' EQUITY 5 3,848,120 § 3666605 S5 3,326,077
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2007 . 2006 2005
o m e i {in thousands)
_ RETAINED EARNINGS: _ S ! ,

Unappropriated ‘ , _ $ 1,788,735 § 3,010,307 § 2648359
. Appropriated ) 1432122 - i
Total retained earnings % 3,220,857 $ 3010307 § 2648359

| COMPREHENSIVE INCOME: h V )
Net carnings ' $2216370 § 2037640 $ 1,400,148 °
Pension and post retirement benefits amounis recognized in net earmings 1.500 — —
Other comprehensive income (loss) (4,232) 9,242) I 563
Total comprehensive income $2213638 $ 2028398 § 1,400,711

The accompanying notes are an integral part of these consolidated combined financial statements.
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SOUTHERN COPPER CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED COMBINED FINANCIAL STATEMENTS

NOTE 1-DESCRIPTION OF THE BUSINESS:

The consolidated combined financial statements presented herein consist of the accounts of Southern Copper Corporation (“SCC™)
and its subsidiaries as well as those of Minera Mexico, S.A. de C.V._, (“Minera Mexico™) and its subsidiaries. Effective April 1, 2005,
SCC acquired substantially all of the outstanding common stock of Minera Mexico, as further described below. Unless the context
otherwise requires. the term “Company™ refers to both SCC and Minera Mexico as consolidated (after March 31, 2005) or combined
(prior to April 1. 2005)., :

Effective April 1. 2005, Grupo Mexico 85.A.B. de C.V.(“Grupo Mexico™), through its subsidiary, Americas Mining Corporation
("AMC”) sold its approximately 99.15% shareholding in Minera Mexico to SCC in return for the issuance to AMC of 134.4 million
new shares of common stock of SCC (see note 15). The transaction resulted in Grupo Mexico increasing its indirect equity ownership
in SCC to approximately 75.1% from its prior indirect interest of approximately 54.2%. As pan of this transaction, SCC paid a special
transaction cash dividend of $100 million on March 1, 2005, On October 20, 2005, the Company's board of directors approved the
acquisition of 6.4 million shares of Minera Mexico from Grupo Mexico. The acquired shares represented 0.81833% of the
outstanding Minera Mexico shares and were purchased for $30.3 millien. This acquisition increased the Company’s holding in
Minera Mexico to 99.95%.

The acquisition of Minera Mexico by SCC is accounted for in a manner similar to a pooling of interests since it involved the
reorganization of entities under common contrel. Under such accounting, the financial statements of Minera Mexico and SCC are
combined on a historical cost basis for all the periods presented since they were under common control during all of these periods.

The Company is an integrated producer of copper and other minerals, and operates mining, smelting and refining facilities in Peru and
Mexico. The Company conducts its primary operations in Peru through a registered branch (the “Branch™). The Branch is not a
corporation separate from the Company. The Company’s Mexican operations are conducted through subsidiaries.

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Principles of consolidation and combination—

The consclidated combined financial statements include the accounts of subsidiaries of which the Company has voting control, in
accordance with FAS No. 94 Consolidation of All Majority-Owned Subsidiaries. Such financial statements are prepared in
accordance with accounting principles generally accepted in the United States (“U.S. GAAP™). As mentioned above, the financial
statements also reflect the combination of SCC and Minera Mexico on a historicat cost basis in a manner similar to a pooling of
interests.

Use of estimates—
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities, and disclosure of cantingent assets and liabilities a1 the date of the financial

statements, and the reported amounts of revenues and expenses during the reporting period. Significant items subject to such
estimates and assumptions include
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the carrying value of ore reserves that are the basis for future cash flow estimates and amortization calculations; enyironmental,
reclamation. closure and retirement obligations; estimates of recoverable copper in mill and leach stockpiles; asset impairment;
(including estimates of future cash flows); bad debts; inventory obsolescence; deferred and current income tux; valuation allowances
for deferred tax assets; reserves for comingencies and litigation: and fair value of financial instruments, Management bases its
estimates on the Company’s historical experience and on various other assumptions that are believed to be reasonable under the
circumstances. Actual results could differ from those estimates.

Revenue recognition—
Substantixlly all of the Compuany's copper is sold under annual or other longer-term contracts.

Revenue is recognized when title passes to the customer. The passing of title is based on terms of the contract, generally upon
shipment. Copper revenue is determined based on the monthly average of prevailing commodity prices according to the terms of the
contracts. The Company provides allowances for doubtful accounts based upon historical bad debt and claims experience and
periedic evaluation of specific customer accounts.

For certain of the Company's sales of copper and molybdenum products, customers are given the option to select a monthly average
LME or COMEX price (as is the case for sales of copper producis) er the molybdenum oxide proprietary price of Plat’s Meta, Week
(as is the case for sales of molybdenum products), generally ranging between one and six months subsequent to shipment. In such
cases, revenue is recorded at a provisional price at the time of shipment. The provisionally priced copper sales are adjusted to reflect
forward LME or COMEX copper prices at the end of each month until a final adjustment is made to the price of the shipments upon
settlemnent with customers pursuant to the terms of the contract. In the case of molybdenum sales, for which there are no published
forward prices, the provisionally priced sales are adjusted to reflect the market prices at the end of each month until a final adjistmem
is made to the price of the shipments upon setilement with customers pursuant to the terms of the contract.

These provisionat pricing arrangemenis are accounted as an embedded derivative instrument under Statement of Financial Accounting
Standards No. 133 “Accounting for Derivative Instruments and Hedging Activities”, as amended (“SFAS No. 133”). The Corapany
sells copper in concentrate, anode, blister and refined form at industry standard commercial terms, Net sales include the invoied
value and corresponding fair value adjustment of the related forward coniract of copper, zinc, silver, molybdenum, acid and other
metals.

Shipping and handling fees and costs—

Amounts billed to customers for shipping and handling, are classified as sales. Amounts incurred for shipping and handling e
included in cost of sales (exclusive of depreciation, amortization and depletion).

Cash and cash equivalents—

Cash and cash equivalents include bank deposits, certificates of deposit and shert term investment funds with eriginal maturities of
three months or less at the date of purchase. The carrying value of cash and cash is equivalent to its fair value.

' 116




Short-term investments—

Short-term investmenis consist primarily of interest bearing instruments with original maturitics greater than 90 days but less than one
year. These deposits are held te maturity and carried at cost. Due to the shert term nature of the investments, cost is deemed 1o
approximate fair value.

Inventoriex—

Metal inventories, consisting of work-in-process and finished goods, are carried at the lower of average cost or market. Cosis incurred
in the production of metal inventories exclude selling, general and administrative costs.

Work-in-process inventories represent materials that are in the process of being converted into a saleabte product, Conversion
processes vary depending on the nature of the copper ore and the specific mining operation. For sulfide ores, processing includes
milling and concentrating and the results from the preduction of copper and molybdenum concentrates. Molybdenum in-process
inventory includes the cost of molybdenum concentrates und the costs incurred to convert those concentrates inlo various high-purity
molybdenum chemicals or metallurgical products.

Finished goods include saleable products (e.g.. copper concentrates. copper anodes, copper cathedes, copper rod. molybdenum
concentrate and other metalturgical products).

Supplies inventories are carried at average cost less a reserve for obsolescence.,
Property—

Property is recorded at acquisition cost, net of accumulated depreciation and amortization. Cost includes major expenditures for
improvements and replacements, which extend useful lives or increase capacity and interest costs associsted with significant capital
additions. Maintenance, repairs. normal development costs at existing mines. and gains or losses on assets retired or sold are reftected
in earnings as incurred.

Buildings and equipment are depreciated on the straight-line method over estimated lives from five 1o 40 years or the estimated life of
the mine if shorter,

Mine development—

Mine development includes primarily the cost of acquiring land rights to an exploitable ore body, pre-production stripping costs at
new mines that are commercialiy exploituble, costs associated with bringing new mineral properties into production, and removal of
overburden 10 prepare unique and identifiable areus outside the current mining area for such future production. Mine development
costs are amortized on a unit of production basis over the remaining life of the mines.

There is a diversity of practices in the mining industry in the treatment of drilling and other related costs to delineate new ore
reserves. The Company follows the practices delineated in the next two paragraphs in its restment of drilling and related costs.

Drilling and other associated costs incurred in the Company’s efforts to delineate new resources, whether near-mine or Greeafield are
expensed as incurred. These costs are classified as mineral exploration costs. Once the Company determines through feasibility
studies that preven and probable reserves exist and that the drilling and other associated costs embody a probable future benefit that
involves a capacity, singly or in combination with other assets, to contribute directly or indirectly to future net
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cash inflow, then the costs are classified as mine development costs. These mine development costs incurred prospectively to develop
the property are capitalized as incurred. uniil the commencement of production, and are amortized using the units of production
method aver estimated life of the ore body. During the production stage, drilling and other related costs incurred to maintain
production are included in production cost in the period in which they are incurred.

Drilling and other related costs incurred in the Company’s efforts to delineate a major expansion of reserves at an existing production
property are expensed as incurred. Once the Company determines through feasibility studies that proven and probable incremental
reserves exist and that the drilling and other associated costs embody a probable future benefit that involves a capacity, singly orin
combination with other assets, to contribute directly or indirectly to future net cash inflow, then the costs are classified as mine
development costs. These incremental mine development costs are capitatized as incurred. until the commencement of production and
amortized using the units of production over the estimated life of the ore body. A major expansion of reserves is one that increases
total reserves at a property by approximately 10%.

For the years ended December 31, 2007, 2006 and 2005 the Company did not capitalize any drilling and related costs. The net
balance of capitalized mine development costs at December 31, 2007 and 2006 were $48.7 million and $54.4 million, respectively.

Asset retirement obligations (reclamation and remediavion costs)—

The fair value of a liability for asset retirement obligations is recognized in the period in which the liability is incurred. The liability is
measured at fair value and is adjusted to its present value in subsequent periods as accretion expense is recorded. The corresponding
assel retirement costs are capitalized as part of the carrying value of the retated long-lived assets and depreciated over the asset’s
useful life.

Intangible ussers—

Intangible assets include primarily the excess amount paid over the book value for investment shares and mining and engineering
development studies. Intangible assets are carried at acquisition costs, net of accumulated amortization and are amortized principally
on a unit of production basis over the estimated remaining life of the mines. Intangible assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount of the asset may not be recoverable.

Debt issuance costs—
Debt issuance costs, which are included in other assets, are amortized using the interest method over the term of the related debt.
Ore reserves—

'The Company periodically reevaluates estimates of its ore reserves, which represent the Company's estimate as to the amount of
unmined copper remaining in its existing mine locations that can be produced and sold at a profit. Such estimates are based on
engineering evaluations derived from samples of drill holes and other openings, combined with assumptions about copper market
prices and production costs at each of the respective mines.

The Company updates its estimate of ore reserves at the beginning of each year. In this calculation the Company uses current metal
prices which are defined as the average metal price over the preceding three years. The current price per pound of copper, as defined,
was $2.66, $2.02 and $1.26 at the end of 2007, 2006 and 2005, respectively.
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The ore reserve estimates are used to determine the amortization of mine development and intangible assets.
Leachable material—

At one of its mines the Company capitalizes the cost of materials with low copper coment extracted during the mining process
(leachable material), which is collected in areas known as leaching dumps. The amortization of the capitalized costs is determined
based on the depletion period of the leaching dumps, which is estimated to be five years (unaudited).

Exploration—
Tangible and imangible costs incurred in the search for mineral properties are charged against eamings when incurred.
Income taxes—

Provisions for income taxes are based on taxes payable or refundable for the current year and deferred taxes on temporary differences
between the amount of taxable income and pretax financial income and between the tax bases of assets and liabilities and their
reported amounts in the financial statements. Deferred tax assets and liabilities are included in the financial statements at currently
enacted income tax rates applicable to the period in which the deferred tax assets and liabilities are expected to be realized and setiled
uas prescribed in SFAS No. 109, “Accounting for Income Taxes”. As changes in tax laws or rates are enacted, deferred tax assets and
liabilities are adjusted through the provision for income taxes. Deferred income tax assets are reduced by any benefits that, in the
opinion of management, are more likely than not to be realized.

The Company classifies income tax-related interest and penaliies as income taxes in the financial statements.

In preparing SCC’s (inancial statements, the Company recognizes income taxes in each of the jurisdictions in which it operates. For
euch jurisdiction, the Company estimates the actual amount of currently payable or receivable as well as deferred tax assets and
ligbilities attributable to temporary differences between the financial statement carrying amounts of existing assets and liabilities and
their respective tax bases. Deferred income tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which these temporary differences are expected 10 be recovered or settled. The effect on deferred tax assets and
liabilities of a change in rate is recognized in income in the period that the change is enacted.

A valuation allowance is provided for those deferred tax assets for which it is more likely than not that the related benefits will not be
realized. In determining the amount of the valuation allowance, the Company considers estimated future taxable income as well as
feasible tax planning strategies in each jurisdiction. If the Company determines that it will not realize all or a portion of its deferred
tax assets, the Company will increase its valuation allowance with a charge to income tax expense. Conversely, if the Company
determines that it will ultimately be able to realize all or a portion of the related benefits for which a valuation allowance has been
previded, all or a portion of the related valuation allowance will be reduced with a credit to income tax expense.
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Foreign exchange—

The Company's functional currency is the U.S. dollar. As required by local law, both the Peruvian Branch and Minera Mexico
maintain their books of account in Peruvian nuevos soles and Mexican pesos, respectively.

Foreign currency assets und liabilities are remeasured into U.S. dollars at current exchange rates except for non-monetary items such
as inventory. property, intangible assets and other assets which are remeasured at historical exchange rates. Revenues and expenses
are generally translated at actual exchange rates in effect during the period, except for those ilems related to balance sheet amounts
that are remeasured at historical exchange rates. Gains and losses from foreign currency remeasurement are included in earnings of
the period.

Gains and losses resulting from foreign currency transactions are included in “Cost of sales (exclusive of depreciation, amortization
and depletion)” and amounted to $(12.1) million, $(5.8) million, and $(8.9) million in 2007, 2006 and 2005, respectively.

Derivative instruments—

The Company utilizes certain types of derivative financial instruments to enhance its ability to manage risks that exist as part of its
ongoing business operations. Derivative contracts are reflected as assets or liabilities in the consolidated balance sheet at their fair
value. The estimated fair value of the derivatives is based on market and/or dealer quotations and in certain cases valuation modeling.
From time (o time the Company has entered into copper and zinc swap contracts to protect a fixed copper and zinc price for portions
of its metal sates, hedging contracts to fix power prices for a portion of its production costs, interest rale swap agreements to hedge the
interest rate risk exposure on certain of its bank obhigations with variable interest rates and currency swap arrangements 10 ensure
Mexican peso/ U.S. dollar conversion rates. Gains and losses related to copper and zinc hedges are included in net sales. gain and
losses related to power costs are included in cost of sales, all other gains and losses on derivative contracts are included in “Gain (loss)
on derivative contracts™ in the consolidated combined statement of earnings.

Asset impairments—

We evaluate our long-term assets when events or changes in economic circumstancas indicate that the carrying amount of such assels
may not be recoverable. Qur evaluations are based on business plans that are prepared using a time hernizon that is reflective of our
expectations of metal prices over our business cycle. We are currently vsing a long-term average copper price of $1.80 per pound of
copper and an average molybdenum price of $12.00 per pound. along with near-term price forecast, for 20008 through 2010, reflective
of the current price environment, for our impairment tests. We use an estimate of the future undiscounted net cash flows of the related
assel or asset group over the remaining life 10 measure whether the asses are recoverable and measure any impairment by reference to
fair value. Should estimates of future copper and molybdenum prices decrease significantly, impairments could result.

Other comprehensive income-—

Comprehensive income represents changes in equity during a period, except those resulting from investments by owners and
distributions to owners. During the fiscal years ended December 31, 2007, 2006 and 2005, the components of “other comprehensive
income (loss)” were the additional minimum liability for employee benefit obligations, the change in fair value of investments

available for sale and the adjustment necessary
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to adopt SFAS No, 1538, "Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans,”
Business segmenrsé )

Company management views Southern Copper as having three operating segments and manages on the basis of these segments. The
significant increase in the price of molybdenum over the past three years has had an important impact on the Company’s earnings.
Nevertheless, the Company continues to manage ils operations on the basis of the three copper segments, The segments identified by
the Company are: 1) Peruvian operations, which include the two open pit copper mines in Peru and the plants and services supporting
such mines. 2} Mexican open pit mines, which include La Caridad and Cananea mine complexes and their supporting facilities. 3)
The Mexican underground mining operations, which include five uaderground mines that produce zine, copper, silver and gold, a coal
mine, and several industrial processing facilities.

The Chief Operating Officer of the Company focuses on operating inconte as measure of performance to evaluate different segments,
and (o make decisions to allocate resources to the reported segments.

Adaption of new accounting principle—

Effective January 1. 2006, the Company adopted Emerging Issues Task Force, consensus 04-6, which states that stripping costs
incurred during the production phase of a mine are variable production costs that should be included in the costs of the inventory
produced. Accordingly, the Company reversed $289.4 million of net cumulative stripping cost as of December 31, 2005 and recorded
a net charge of $166.6 million 1o retained earnings after recognition of workers” panticipation and tax benefits of $122.8 million.
Amortization of mine stripping for the year 2003, amounted to $467.5 million and is included in “Depreciation, amortization and
depletion™ in the Company's statement of earnings.

Effective January 1, 2007 the Company adopted Financial Accounting Standards Board (FASB) Interpretation No. 48 “Accounting for
Uncertainty in Income Taxes™, {FIN No. 48). See note 8 “Income Taxes.”

Effective December 31, 2006 the Company adopted SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, an aumendment of FASB Statements No. 87, 88, 106 and [32(R)” See note 12 “Benefit Plans.”

New ﬂCC‘()lt!llillg pronguincemenis—

In December 2007, the FASB published SFAS No. 160 “Non Controlling Interests in Consolidated Financial Statements” — an
amendment of ARB No. 51. This statement addresses the reporting of minority interests in the results of the parent and provides
direction for the recording of such interests in the financial stuiements, It also provides guidance for the recording of various
transactions related to the minority interests. as well as certain disclosure requirements.

SFAS No. 160 will be effective for fiscal years, and interim periods after December 15, 2008, carlier adoption is prohibited and shall
be applied prospectively. The presentation and disclosure requirements shall be applied retrospectively for all periods presented. The
Company will adopt this pronouncement on January 1, 2009.

The adoption of this statement will have some changes on the Company's presentation of financial results and statement of position.
However, these changes are not expecied to be of a material nature.
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In December 2007, the FASB published SFAS No. 141-R, which replaces SFAS No. 141, “Business Combinations.” This statement
improves the reporting of information about a business combination and its effects. This statement establishes principles and
requirements for how the acquirer will recognize and measure the identifiable assets acquired, the liabilities assumed, and any non-
controlling interest in the acquisition. Also, the statement determines the recognition and measurement of goodwill acquired in the
business combination or a gain from a bargain purchase, and finally, determines the disclosure requirements to enable users of the
financial statements to evaluate the nature and financial effects of the business combination.

SFAS No 141-R will be effective for all business combinations with an acquisition date on or after the beginning of the first annual
reporting pericd after December 135, 2008, earlier adoption is prohibited. The Company will adopt this pronouncement on Japuary 1,
2009.

In February 2007 the FASB published SFAS No. 159, “The Fair Value QOption for Financial Assets and Financial liabilities.” This
statement permits entities to choose to measure many finuncial instruments and certain other items at fair value that are not currently
required to be measured at fair value. The objective is to improve financtal reporting by providing entities with the opportunity to
mitigate volatility in reported earnings caused by measuring related assets and liabilities differently without having (o apply complex
hedge accounting provisions.

This Statement also establishes presentation and disclosure requirements designed to facilitate comparisons between entities that
choose different measurement attributes for similar types of assets and liabilities. This statement does not affect any existing
accounting literature that requires certain assets and liabilities to be carried at fair value. This Statement does not estzblish
requirements for recognizing and measuring dividend income, interest income, or interest expense. This staternent does not eliminate
disclosure requiremenis included in other accounting standards, including requirements for disclosures about fair value measurements
included in SFAS No. 157, Fair Value Measurements, and SFAS No. 107, Disclosures about Fair Value of Financial Instrurents.

SFAS No. 159 will be effective for all fiscal years beginning after November 15, 2007. The Company is currently evaluating the
impact this statement will have on its financial position, results of operations and disclosures, should the Company elect to measure
certain financial instruments at fair value.

In September 2006 the FASB published SFAS No. 157 “Fair Value Measurements™, which provides enhanced guidance for using fair
value to measure assets and liabilivies. SFAS No. 157 establishes a common definition of fair value, provides a framework for
measuring fair value under U.S. GAAP and expands disclosure requirements about fair value measurements. SFAS No. 157 was to be
effective for financial statements issued in fiscal years beginning after November 15, 2007, and interim periods within those fiscal
years. On February 6, 2008, the FASB issued a position paper that partially defers SFAS No. 158 for one year. The Company is
currently evaluating the impact, if any, the adoption of SFAS No. 157 will have on its financial position, results of operations and
disclosurcs,

NOTE 3- SHORT-TERM INVESTMENTS

Commencing in 2006 the Company began making short term investments (90 days to 1 year) in leveraged, indexed instruments. The
balances of short-term investments were as follows {in millions).
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As of December 31,

Inyestment 2007 2006
3-meonth note, issued December 12, 2006, with extensions every 3 months up to a maximum of 12 months, ‘
" and with an inerest rate of 7% established by a poot of Mexican and Peruvian bond issues. % — 51000
3-month note, issued December 12, 2006, with extensions every 3 months up to a maximum of 13 months
_._and 5 days, with an interest rate of 7% established by a pool of Mexican and Peruvian bond issues, _ _— 1000
7180-duy note. maturing June 12, 2007 with an interest rate of 6%, with barrier range of $37.669 and ’
$69.957 of SCC stock price, NYSE symbol PCU. — . 400
180-day note, maturing June 28, 2007 with an interest rate of 6%, with barrier range of $38.738 and
$71.942 of SCC stock price, NYSE symbol PCU. - 20.0
300-day note, maturing December 24, 2007 with an interest rte of 3.6%, with barrier range of $50.00 and |
$75.00 of SCC stock price, NYSE symbol PCU. —_ 200
Short-term investment in securities issued by public companies with a weighted average interest rate of
5.07%. _ 117.9 —
Toal 3 1179 § 2800

In addition to the 2006 investments, in Janvary 2007 the Company invested $100.0 million in a 3-month note, with extensions every 3
months up to a maximum of 12 months, at an interest rate of 7.25% established by a pool of Mexican and Peruvian bond issues. This
investment was liquidated on October 3, 2007,

Short-term investment in securities held as of December 31, 2007 consists of those investments available for sale and issued by public
companties. Each security is independent of the others. Current value of these investments is deemed to approximate fair value.

Some of the other investment instruments were indexed to SCC common stock prices while others were leveraged and indexed to
certain bond pools. Both types of instruments could have caused the principal of the investment 1o be reduced if the established
ranges were breached. Since the notes were not principal protected the Company risked losing part or atl of the initial investment.
These instruments had been deemed 10 contain embedded derivatives and had been subject to valuation using a binomial model.

Related 10 these investments, the Company recorded losses of $81.0 million and $11.6 million in 2007 and 2006, respectively. The
losses on these short-term investments were recorded as loss on derivative instruments in the consolidated combined statement of
eamings.

Addiuonally, the Company earned interest of $18.7 million and $9.3 million on these investments in 2007 and 2006, respectively,
which were recorded in interest income in the consolidated combined statement of earnings.
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NOTE 4-INVENTORIES:

As of December 31, -

(In millions) 2007 2006
Metals:
Finished goods i $ 657 § 1161
Work-in-process B ] 140.7 121.9
Supplies 241.9 175.7
Total inventories $ 4483 § 4137

NOTE 5-PROPERTY:

’ As of December 31,
(in millions}) 2007 2006

Buildings and equipment $ 61269 § 55691
Construction in progress 309.8 625.8
Mine development ) ) 263.2 261.1
Land, other than mineral 74.2 73.6
Total property $6,774.1 6,529.6
Accumulated depreciation, amortization and depletion (3,205.8) (2,991.3})
Total property. net ) § 35683 § 35383

Depreciation, amortization and depletion expense for the years ended Decerber 31, 2007, 2006 and 2005 amounted to $263.8 miilion,
$221.9 million and $201.1 million, respectively.

NOTE 6-CAPITALIZED LEACHABLE MATERIAL COST:

As of Decernber 31,
(in millions} 2007 2006
Capitalized leachable material i $ 3744 5 3238
Accumulated amortization (154.1) (92.3)
Capitalized leachable material, net $ 2203 $ 2315

Amonization of leachable material is included in “Depreciation. amortization and depletion” and amounted to $61.8 million, $50.4
million and $5.7 million in 2007, 2006 and 2005, respectively.

The Company’s policy of deferring leachable material cost increased (decre:ased) operating costs by $10.1 million, $(19.3) million and

$(68.0) million in 2007, 2006, and 2005, respectively, as compared to what such amounts would have been if the Company expensed
leachable material costs as incurred.

NOTE 7-INTANGIBLE ASSETS:

As of December 31,
(in millions) 2007 20406
Mining concessions ‘ $ 1212 $ 121.2
Mine engineering and development studies 6.0 6.0
127.2 127.2
Accumulated amortization ‘ (28.4) (26.1)
Goodwill 17,0 17.0

Intangible assets, net $ 115.8 3 118.1




Amortization of intangibles was $2.3 million, $2.7 million and $2.9 million for the years ended December 31, 2007, 2006 and 2005,
respectively. The estimated aggregate amortization expense for intangibles is $14.2 million for the years 2008 through 2012,
approximately $2.8 million per year,

NOTE 8-INCOME TAXES:

The components of the provision for income taxes are as follows:

Year ended December 31,
(in millions) 2007 2006 2005
ULS. federal and state: .
Current $ 798 % 4.0) $ 13.4
Deferred (48.3) 22.8 —
31.5 18.8 13.4
Foreign (Peru and Mexico):
Current 1.038.8 996.7 618.6
Deferred 115.1 {56.4) (42.3)
1,153.9 940.3 576.3
Total provision for income laxcs $ 11854 $ 9591 § 589.7

The source of income tax is as follows:

Faor the vears ended December 31,
(In millions) 007 2006 2005

Eamings by location;
us

.S. 5 135 $ 121 % 52
Foreign (Pere and Mexico) 3,308.4 2,993.9 1.997.2
Earnings before taxes on inceme and minority Interest $ 34119 $ 30060 § 20024

The reconciliation of the statutory income tax rate to the effective 1ax rate is as follows:

For the years ended December 31,

2007 2006 2005

Expected tax 300% 30.0% 30.0%
Effect of income taxed af a rate other than the statutory

rate (1.3 0.4 1.5
Dividends 2.7 — 4]
Permanent differences 1.0 1.8 07
Effect of tax rate change in Mexico —_ [(VED)] (2.5)
Loss of tux benefits upon corporate reorganization — -— {1.8)

Peru tax on net income deemed distributed 1.4 1.4 1.5
Reduction in valuation allowance — 2.7) ) —
Adjustment to deferred taxes —_ 29 —_
Other 0.6 (1.8) 4.1
Effective income (ax rale 34.7% 31.9% 29.4 %

The Company files income tax returns in three jurisdictions, Peru, Mexico and the United States, each of which has a different
statutory rate for 2007. The statutory income tax rates for Peru are 30% for the three years presented above, for Mexico the statutory
rates are 28%, 29% and 30% for the years 2007, 2006 and 2003, respectively, and for the United States 35% for the three years
presented. The expected rate used above is the statutory tax rate for Peru.
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The Company has chosen to use this rate for this reconciliation because the Peruvian income tax provision is the largest component of
tax expense for each of the three years presented. In addition, it is the rate applicable to Mexico for the year 2005. For all of the years
presented, both SCC and Minera Mexico filed separate tax returns in their respective tax jurisdictions. Although the tax rutes ancl
regulations imposed in the separate tax jurisdictions may vary significantly, similar permanent items exist, such as the impact of
changes in statutory tax rates, and income and expense items, which are nondeductible or nontaxable. Some permanent differences
relate specifically to SCC such as the allowance in the U.S for percentage depletion.

A special in depth analysis of Peruvian and U.S. deferred taxes resulted in the above “Adjustment to deferred taxes” in 2006, The
impact of the change in the valuation allowance reflects the change in valuation allowances for the combined companies. See the
“Out of peried adjusiment™ discussion in this note for further details regarding these two adjustments.

Deferred taxes include the U.S., Peruvian and Mexican tax effects of the following types of temporary differences and carryforwards.

As of December 31,
(in millions} 2007 2006
Assets:
[nventortes $ 143 3 32
Capitalized exploration expenses 17 —
Capitalized mine stripping — 40.7
Foreign tax credit carryforwards 29 102.4
AMT credit carryforward 27.6 29.2
Unrealized loss on short-term investment 9.9 -
Reserves 79.2 —
Tax loss caryforward 0.t -—
Other accrued expenses ) — 86.0
Other 26.7 31.7
Totat deferred tax assets . 172.4 293.2
Liabilities: .
Property, plant and equipment (221.1) (315.1)
Deferred charges (83.9) (77.1)
Other (14.5) (15.7)
Total deferred tax liabilities (319.5) {407.9)
Total net deferred tax ussets / (linbikties) $ (147.1) § (114.7)

U5, Tax Matters—

.8, income taxes are not accrued for the unremitted earnings of foreign subsidiaries that have been or are intended (0 be invested
indefinitely. The Company has not established a U.S. deferred tax lability for $1.6 bitlion in unremitted earnings as of December 31,
2007, Iuis not practicable to estimate an amount of 1ax that could be payable if there was a remittance of the earnings that are to be
permanently reinvested.

At December 31, 2006. the foreign tax credit (FTC) carryforward available to reduce possible future U.S. income tax approximated
$102.4 million, Primarily as a result of the $257.0 cash dividend in 2007 from its Minera Mexico subsidiary 100% of the FTC
carryforwards at December 31, 2006 were utilized in 2007.
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Without the benefit of these carryovers, in 2007 the Company would have had to pay a U.S. current cash tax of approximately 590.0
million on the dividend income in 2007. The additional U.S. tax on the dividend from Mexico is the result of the rate differential
between the U.S. federal tax rate and the Mexican effective 1ax rate. At December 31, 2007 $2.9 million of FTC’s remained available
for carryforward. This credit can be carried forward for 10 years. It will expire without benefit, if not utilized by 2018.

At December 31, 2007, the minimum tax credit carryforward available is $27.6 miilien. The minimum tax credit is not subject to
expiration.

Peruvian Tax Maitters—

The Company obtains income tax credits in Peru for valve-added taxes paid in connection with the purchase of capital equipment and
other goods and services, employed in its operations and records these credits as a prepaid expense. Under current Peruvian law, the
Company is entitled 10 use the credits against its Peruvian income tax liability or 1o receive a refund. The carrying value of these
Peruvian tax credits approximates their net realizable value.

Mexican Tax Matters—

On October 1, 2007, the Mexican government enacted a new law, which generally takes effect on January 1, 2008. The law
introduces a flat tax, which replaces Mexico's asset tax and will apply along with Mexico’s regular income tax. In general Mexican
companies are subject to paying the greater of the flat tax or the income tax. As of December 31, 2007, this tax law change does not
have an effect on the Company's deferred tax position.

The flat tax is calculated by applying a 16.5% tax rate in 2008, a 17% tax rate in 2009, and 17.5% in 2010 and the following years.
Although the flat tax is defined as a minimum tax it has a wider taxable base as many of the tax deductions allowed for income tax
purposes are not allowed for the flat tax.

The Mexican income fax law as amended reduced the income tax rate to 30% in 2005, 29% in 2006 and to 28% in 2007, where it is
expected to remain in the foreseeable future,

Out of peried adjustment—

In 2006, the Company completed a comprehensive deferred tax analysis. This analysis was performed as of December 31, 2005, 2004
and 2003. The result of this analysis was an increase in deferred tax liabilities of $85.4 million and a release of valuation allowance of
$81.2 million. The net effect of this analysis was $4.2 million of additional tax expense in 2006,

In this analysis, the Company trued up its Peru and US gross temporury differences and then measured its U.S. deferred taxes by
applying the regular stattory tax rate (35%). This recalculation exercise resulted in cumulative additional deferred tax liabilities
equaling $85.4 million as of December 31, 2005,

As a second component to the comprehensive deferred tax analysis, the Company undertook a scheduling exercise of certain
carryforward credits relating to US minimum tax and foreign tax credits. Prior to this scheduling exercise, the Company had created a
valuation allowance related to US minimum tax and foreign tax credits. The scheduling
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exercise component of the comprchensive analysis resulted in the Company releasing the December 31, 2004 cumulative valuation
allowance of $81.2 million. '

The combined net effect of the deferred tax analysis was an increase in the total income tax expense of $4.2 million. This adjustment
was recorded as part of income tax expense in 2006. The Company accounted for this adjustment as an out of period adjustment ¢s it
falls below the materiality levels established in the Company’s SAB 108 analysis,

FIN No. 48 — Accounting for Uncertainty in Income Taxes

Financial Accounting Standards Board {FASB) Interpretation No. 48 “Accounting for Uncertainty in Income Taxes™, (FIN 48) was
issued in July 2006 and interprets FASB Statement of Financial Accounting Standards (SFAS) No. 109. FIN 48 became cffective for
the Company on January 1, 2007 and prescribes a comprehensive model for the recognition, measurement, financial statement
presentation and disclosure of uncertain tax positions taken or expected 1o be taken in a tax retarn. FIN No. 48 provides guidance on
derecognition. classification. interest and penalties. accounting in interim periods, disclosure and transition.

The Company classifies income tax-related interest and penalties as income taxes in the financial statements.
The amoum of unrecognized tax benefits that, if recognized. would affect the effective tax rate was $42.6 million at December 3).
2007 and $25.4 million as January 1, 2007. These amounts relate entirely to U.S. income tax matters. The Company has no

unrecognized Peruvian or Mexican tax benefits.

The total amount of unrecognized tax benefits in 2007 were as follows:

Unrecognized {ax benefits, opening bualance $ 30
Adjustnent te unrecognized tax benefits at implementation 84.1
Gross increases — tax positions in prior period 115
Gross decreases — tax positions in prior period (10.1)
Gross increases — curvent-period tax positions 18.8
Settlements —
Lapse of statute of Hmitations e
Unrecognized tax benefits. ending balance 3 136.3

The increase in the uarecognized tax benefit of $20.2 midlion includes individually insignificant increases and decreases in the current
and prior year tax positions, The “adjustment to unrecognized tax benefits a1 implementation™ is necessary because there was an
tncorrect netting of foreign 1ax credit carryforwards with the unrecognized tax benefits at implementation.

The Company's tax provision for the year ended December 31, 2007 included interest of $5.2 million. As of December 31, 20€7 and
January 1, 2007, the Company’s liability for uncertain tax positions included accrued interest of $19.1 million and $13.9 million,

respectively. The financial statements include no penalties because management expects no penalties 1o apply to the resolution of any
of its uncenain tax positions.

Various tax positions are currently under review by the U.S. Internal Revenue Service (“IRS™) Appeals and Examinmion Offices, Itis
not likely that this review will result in a cash payment within the twelve months preceding December 31, 2008.

Such positions include the determination of appropriate depreciation pericds for fixed
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assets, the capitalization of costs to the copper inventory inherent in leachable dumps, and percentage depletion deductions,

The IRS requests the Company 10 use tonger depreciable lives, resulting in the same expense being spread over a longer period. The
IRS also requests the Company to capitalize more interest expense against capital projects, converting current interesy expense into
future depreciation expense.

The IRS requests the Company capitalize the cost of drilling, htasting, hauling, and dumping leachable material and waste as an
inventory item. This will result in a deferral of these expenses for ten to fifteen years, until electrowon copper leached from the
dumped material is sold, These three adjustments, if accepted by the Company, will generally not affect the Company's total tax
expense, but will accelerate taxes due to earlier years.

The IRS has also questioned the value of services rendered by a subsidiary company of Minera Mexico. Servicios de Apoyo
Administrative, S.A. de C.V., and seeks to disatlow a portion of the fees paid.

Lastly, the Company deducts, for U.S. tax purposes, a depletion aflowance based on a percentage of its income from mining. The IRS
requests the Compuny report & lower income from mining, and allocate more protit to smelting and refining, These last two
adjustments would result in a permanent increase in taxable income and, if accepted by the Company, will result in a greater tux
expense. All five adjustments would change the year in which tax is due, and result in interest charges. Any interest paid wiil be an
expense deductible for tax purposes.

As of December 31, 2007, Management did not expect that 4 final resolution of the IRS review would result in a significant change in
the Company’s liability. The Company’s reasonable expectations about future resolutions of uncertain iterns did not materiatly
change during the year ended December 31, 2007,

The following tax years remain open 1o examination and adjustment by the Company's three major tax jurisdictions:

Peru: 2003 and alt following vears {years {997 through 2002 have been cxamined by the Peruvian tax
authority and the issues raised are being contested: no new issues can be raised for these years)

WS 1997 and all following years

Mexico: 2002 and all following years

NOTE 9-WORKERS’ PARTICIPATION:

The Company's operations in Peru and Mexico are subject to statutory workers' participution.

In Penu, the provision for workers™ participation is calculated at 8% of pre-tax carnings. The current portion of this participation,
which is accrued during the year. is based on Branch's taxable income and is distributed to workers following determination of final
results for the year. In Mexico, workers® participation is determined using the guidelines established in the Mexican income tax law at

a rate of 10% of pre-tax earnings as adjusted by the tax law.

The provision for workers' participation is included in “Cost of sales {exclusive of depreciation, amortization und depletion)” in the
consolidated combined statement of
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eamnings. For the years ended December 31, 2007, 2006 and 2005, workers' participation expense was $310.9 million, 3271.5 million
and $219.1 million, respectively.

NOTE 10-ASSET RETIREMENT OBLIGATION

In 2005 the Compuny added an estimated asset retirement obligation for its mining properties in Peru, as required by the Mine Closure
Law. enacted in 2003 and regulated in 2005. In accordance with the law, a conceptual mine closure plan, without costs, was
submitted 1o the Peruvian Ministry of Energy and Mines (“MEM") in August 2006. According to regulations, the plan was subject 1o
review by MEM for 45 days. After the MEM review the Company will have 90 days to prepare and resubmit the mine closure plen,
including costs. which will then be subject to MEM approval and open to public discussion and comment in the area of the Company
operations. The Company is still awaiting MEM’s initial review. However, as of December 31, 2007, the Company has made an
estimated provision of $6.4 million for this liability in its financial statements, but believes that this estimate should be viewed with
caution, pending final approval of the mine closure plan.

The closure cost recognized for this liability includes the estimated cost required at the Peruvian operations, based on the Compary’s
experience, and includes cost at the [lo smelter, the tailing disposal, and dismantling the Toquepala and Cuajone concentrators, ard the
shops and auxiliary facilities. Based on this estimated cost, the Company recorded an additional asset retirement liability in 2005 of
$5.2 million. which increased its previously recorded asset retirement liability to $11.2 million. This increased net property by $4.6
million.

The following is a reconciliation of the asset retirement obligation for the two years ended December 31, 2006 and 2007 (in millions):

Balance January 1, 2006 $11.2
Additions, changes in estimates o -

Accretion expense . ~ 7 6!
Balance, December 31, 2006 ) ) _ 122
Additions, changes in estimates ' ) — .
Accretion expense . 09 |

Balance, December 31, 2007 ) S o813




NOTE 11-FINANCING:

Long term debr:

. As of December 31,
(in millions) 2007 2006
SCC: . .
6.375% Notes due 2015 ($200 million face amount. less unamortized discount of $0.9 million and $0.9

million at December 31, 2007 and 2006, respectively) . ) 3 199.0 3 1994

7.500% Notes due 2035 ($1,000 million face amount, less unamonized discount of $15.8 million and $16.0
o million at December 31,2007 and 2006, respectively) 984.2 984.0
6.08% Mitsui credit agreement due 2013 (Japanese LIBO rate plus 1.25% (6.60% at December 31, 2006) 60.0 70,0
Minera Mexico: ] R
8.25% Yankee bonds—Series A due 2008 v _ 1500 150.0
9.25% Yankee bonds—Serics B due 2028 ) 56.4 125.0
Total debt . 1.449.7  1,528.1
Less, current portion ) i (160.0) (10.0)
Total long-term debt © $1,289.7 $1,518.1

In 1998, Minera Mexico issued $500 million of unsecured debt, which are referred to as Yankee bonds. These bonds were offered in
two series: Series A for $375 million, with an interest rate of 8.25% and a 2008 maturity, and Series B for $125 million, with an
interest rate of 9.25% and & 2028 maturity date. During 2007, the Company repurchased 368.6 million of the Series B bonds and
during 2006 the Company repurchased $23.3 million of the Series A bonds. In connection with these purchases the Company paid
premiums of $16.6 mitlion and $1.1 miilion, in 2007 and 2006, respectively, which are included in the consolidated combined
statement of eamings on the line “Loss on debt prepaymenis,” The bonds contain a covenant requiring Minera Mexico to maintain a
ratio of EBITDA 1o interest expense of not less than 2.5 to 1.0 as such terms are defined by the facility, At December 31, 2007,
Minera Mexico is in compliance with this covenant.

In 1999, SCC entered into a $100 million, 15-year loan agreement with Mitsui. The interest rate for this loan is the Japanese LIBO
rate plus 1.25% (Japanese LIBO for this lean at December 31, 2007 was 4.83%). The Mitsui credit agreement is collateralized by
pledges of receivables on 31,000 tons of copper per year. The Mitsui agreement requires the Company to maintain a minimum
stockholders’ equity of $750 million and a specific ratio of debt to equity. Reduction of Grupo Mexico's direct or indirect voling
interest in the Company to less than a majority would constitute an event of default under the Mitsui agreement. At December 31,
2007, the Company is in compliance with these covenants,

[n 2005, the Company prepaid a Minera Mexico $600 million Citibank credit facility, In connection with the prepayment of this
facility, the Company wrote off $10.2 million of deferred financing costs which is recorded in the consolidated combined statement of
earnings on the line “Interest expense.”

In January 2005, the Company signed a $200 millien credit facility with a group of banks led by Citibank, N.A. Proceeds of this
credit facility were used to prepay $199 miltion of the outstanding bonds of the Company’s Peruvian bond program. The Company
capitalized $2.8 million of costs associated with this facility. The Company paid a prepayment penalty of 1%, or $2.0 million, to the
Peruvian bondholders. Additionally, the Company wroie off $2.3 million of previously capitalized bend issuance cost. The $2.0
million penalty and the $2.3 million amortization of bond issuance costs are included in the earnings statement under “Loss on debt
prepayments” and “interest expense”,
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respectively. On July 28, 2005 this credit facility was repaid and the Company wrote off $2.5 million of deferred financing cost.

On July 27, 2005 the Company issued $200 million 6.375% Notes due 2015 at a discount of $1.1 million and $600 million 7.5%
Notes due 2035, at a discount of $5.3 million. The notes are senior unsecured obligations of the Company. The Company capitalized
$8.8 million of costs associated with this facility and are included in “Other assets”, non-current on the conselidated balance sheet.
The net proceeds from the issuance and sale of the notes were used to repuy outstanding indebtedness of the Company’s Peruvizn and
Mexican operations under its $200 million and $600 millicn ($480 million outstanding) credit facilities, respectively. and the balance
was used for general corporate purposes. The Company filed a Registration Statiement on Form S-4 with respect to these notes on
October 28, 2005. On January 3, 2006 the Company completed an exchange offer for $200 million, 6.375% Notes due 2015 and $600
million, 7.5% Notes due 2035. [n the exchange offer, $197.4 million of the 6.375% old notes due 2015 were tendered in exchange for
an equivalent amount of new notes and an aggregate of $590.5 million of the 7.5% old notes due 2035 were tendered in exchanye for
an equivalent amount of new notes. The indentures relating to the notes contain certain covenants, including limitations on liens.
limitations on sale and leaseback transactions, rights of the helders of the notes upon the occurrence of a change of control triggering
event, limitations on subsidiary indebtedness and limitations on consolidations, mergers, sales or conveyances. All of these
limitations and restrictions are subject to a number of stgnificant exceptions, and some of these covenants will cease to be applicable
before the notes mature if the notes attain an investment grade rating. At December 31, 2007 the Company is in compliance with
these covenants.

On May 9, 2006, the Company issued an additional $400 million 7.5% notes due 2035. These notes are in addition to the $60C
million of existing 7.5% notes due 2035 that were issued in July 2005. The current transaction was issued at a spread of +240 asis
points over the 30-year U.S. Treasury bond. The original issue in July 2005 was issued at a spread of +315 basis points over the 30-
year U.S. Treasury bond. The notes are rated Baa2 by Moody's. BBB- by Siandard & Poor’s, and BBB- by Fiich, The notes were
issued at a discount of $10.8 million. The Company capitalized $3.2 million of cost associated with this facility and is includec in
“Other assets, net” non-current on the consolidated balance sheet. The Company used proceeds from the May 2006 issuance for its
expansion programs.

The notes issued in July 2005 and the new notes issued in May 2006 are treated as a single series of notes under the indenture,
including for purposes of covenants, waivers and amendments. The Company has registered these notes under the Securities Act of
1933, as amended.

Aggregate maturities of the outstanding borrowings at December 31, 2007, are as follows:

(in milllons}

Year Principal Due
2008 $ 160.0
2009 } 10.0
2010 10.0
2011 ] 10.0
2012 10.0
Thereafter 1,266.4
Total 3 1,466.4

Total debt maturities do not include the debt discount valuation account of $16.7 miltion.
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At December 31, 2007 and 2006, other assets included $6.8 million and $7.3 million, respectively, held in escrow accounts as required
by the Compuny’s loan agreements. The funds are released from escrow as scheduled loan repayments are made.

At December 31, 2007 and 2006, the balance of capitalized debt issuance costs was $11.8 million and $12.6 million, respectively.
Amontization charged to interest expense was $0.8 million, $1.6 million and $4.1 million in 2007, 2006 and 2003, respectively.

NOTE 12-BENEFIT PLANS:

In September 2006, the FASB issucd SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plans, an amendment of FASB Statements No. 87, 88, 106 and 132(R).” This standard requires employers 1o recognize the
underfunded or overfunded status of defined benefit pension and postretirement plans as an asset or liability in its statement of
financial position, and recognize changes in the funded status in the year in which the changes occur through accumulated other
comprehensive income, which is a companent of stockholders' equity. The Company adopted this standard as of December 31, 2006.

SCC Defined Benefit Pension Plans.

The Company has two noncontributory defined benefit pension plans covering former salaried employees in the United States and
certain former employees in Peru. Effective October 31, 2000, the Board of Directors amended the qualified pension plan to suspend
the accrual of benefits.

The components of net periodic benefit costs calculated in accordance with SFAS No. 87 “Employers’ Accounting for Pensions”,

using December 31 as a measurement date. consist of the following:

Year ended December 31,

{in millions} 2007 2006 2005
Interest cost $ 06 3% 06 % 0.6
Expected return on plan asscts (0.5} (0.5) 0.3)
Amortization of net loss (.1 0.1 —
Net periodic benefit cost 3 02 3 02 § 0.1

The change in benefit obligation and plan assets and a reconciliation of funded status are as follows:

As of December 31,

{in millions) . 2007 006
Change in benefit obligation: .
Projected benefit obligation at beginning of year i $ 124 § 1.9
Interest cost 0.6 0.7
Benefits paid . 0.9) {0.9)
Actuarial gain (loss) 0.5) 07
Projected benefit obligation at end of year $ 116 § 12.4
Change in Plan Assets: )
Fair value of plan assets a1 beginning of year b3 1248 % 12.4
Actual return on plan assets 0.8 0.5
Employer contributions 0.5 —
Benefits patd (0.9) 0.9)
Administrative expenses —— —_
Fair value of plan assets at end of year $ 124 % 12.0

1
Funded Status at end of year: § 08 3 (04)
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Non current assets ] 3 0.8 L=

Current labilities ‘ ) n—

Non current liabilities - — 3 04
~ Total . 3 08 $ 04
SFAS No. 158 amounts recognized in accumulated other comprehensive income consists of:

Net loss {gain) net of income tax 3 1.8 3 Va4

Prior service cost (credit)
Transition obligation (asset) —_
Total (net of income tax of $1.0 million and $1.3 million, respectively) § 18 § 2.4

The following table summarized the changes in accumulated other comprehensive income for the year ended December 31, 2007
related to our pension and post-retirement pluns (net of income tax in million):

As of December 31,
{fn milllons) 2007 200
Reconciliation of accumulated other comprehensive income: i
Accumulated other comprehensive income at beginning of plan year ) $ 24 % L—
Effect of adopting FAS 158 ) ) — T 24
. Net loss/(gain) amortized during the year . {0.6) i
Net adjustment to acccumulated other comprehensive income . 0.6) L 24
ji
Accumulated other comprehensive income at end of plan year $ 18 % T 24

The following table summarizes the amounts in accumulative other comprehensive income amortized and recognized as a contponent
of net periodic benefit cost in 2007 (net of income tax, in millions):

As of December 31,
{in millions) 2007 2006
Amortization of prior service cost (credit) - . NIA
Amortization of net losses ] (0.1} . N/A
Total amortization expenses 3 (.1} . N/A

The assumptions used to determine the pension obligation &nd seniority premiums as of year end and net cost in the ensuing vear
were:

. _ i 2007 2006 2005
Discount rate . 625% 550% _ 5.50%
Expected long-term rate of return on plan asset . . 450% 4.50% 4.50%
Rate of increase in future compensation level i NiA N/A N/A
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The scheduled maturities of the benefits expected to be paid in each of the next five years, and thereafier, are as follows:

Expected
Benefit Payments

Year {in millions)

2008 . b 0.9
2009 09
2010 0.9
2011 0.9
2012 0.9
2013 10 2016 4.5
Total $ 9.0

The Company’s funding policy is to contribute amounts 1o the qualified plan sufficient to meet the minimum funding requirements set
forth in the Employee Retirement Income Security Act of 1974, plus such additional amounts as the Company may determine to be
appropriate, Plan assets are invested in commingled stock and bond funds.

The Company’s policy for determining asset mix-targets includes periodic consultation with recognized third party investment
consultants. The expected long-term rate of return on plan assets is updated periodically, taking into consideration asset allocations,
historical returns and the current economic environment. Based on these factors we expect our assets will eam an average of 4.5% per
annum assuming cur long-term mix will be consistent with our current mix and an assumed discount rate of 6.25%. The fair value of
plan assets is impacted by general market conditions. If actual returns on plan assets vary from the expected returns, actual results
could differ.

SCC Post-retirement Health Care Plan—

The Company adopted the post-retirement health care plan for retired salaried employees eligible for Medicare on May 1, 1996. The
plan is unfunded.

Effective October 31, 2000, the health care plan for retirees was terminated and the Company informed retirees that they would be
covered by the then in effect post-retirement health care plan of Asarco, a former sharcholder of the Company and a subsidiary of
Grupo Mexico, which offered substantially the same benefits and required the same contributions. As a result of the Chapter 11
proceedings, Asarco is no ionger managing the plan. The Company has assumed management of the plan and is currently providing
health benefits to retirees. The plan is accounted for in sccordance with SFAS No. 106, “Employers” Accounting for Postretirement
Benefits Other Than Pensions”, as amended by SFAS No. 158.

The components of net period benefit costs are as follows:

Year ended Degember 34,
{in millions) . 2007 2006 2005 .
Service cost $ — % — § -
Interest cost - 0.1 0.1 0.1
Net periedic benefit cost 5 01 % 01 s 0.1,
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The change in benefit obligation and a reconciliation of funded status are as follows:
As of December 31,
(in millons) 2007 2006
Change in Benefit Obligation:
Benefit obligation at beginning of year $ 14 8§ 1.4
Interest cost 0.1 (.1
Plan Amendments — —
Benefits paid ©.1) 1)
Actuarial (gain) or loss 0.1) —
Benefit obligation at end of year $ 13 § i4
Change in Plan Assets: .
Fair value of plan assets at beginning of year $ —  § —
Employer contributions 0.1 0.1
Benefits paid {0.1) (0.1)
Fair value of plan assets at end of year $ — § —
Funded status at end of year $ (L3% § i1.4)
SFAS No. 158 amounts recognized in statement of financial position consists of: !
Non current assets — —
Current liabilities 0.1) 0.1)
Non current liabilities (1.2) {i.3)
Total $ (1.3) § (1.4)
SFAS No. 138 amounts recognized in accumulated other comprehensive income consists of: .
Net loss (gain) $ 04 3 04
Prior service cost {credit) 0.3 (0.3}
Total {net of income tax) % 01 $ 0.1

The following table summarized the changes in accumulated other comprehensive income for the year ended December 31, 2037
related to our pension and post-retirement plans (pre-tax in mitlion):

As of December 31,

(in millions) 2007 2006
Reconciliation of accumulared other comprehensive income: ‘
Accumulated other comprehensive income at beginning of plan yeur: $ 1§ —
1

Effect of adopting FAS 138 — .01

Net loss/gain amortized during the year *) —
Net adjusiment to accumulated other comprehensive income (*) 0.1
Accumulated other comprehensive income at end of pian year $ 01§ 0l ‘

(*) less than $0.1 miilion

The following table summarizes the amounts in accumulative other comiprehensive income amortized and recognized as a companent
of net periodic benefit cost in 2007 (net of income tax, in millions): ‘

As of December 3,

{in millions) 2007 2006 i
Amortization of prior service cost (credit) 5 0.1 . N
Amortization of net losses (0.1 N/A
Total amortization expenses $ — . NIA
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The discount rate used in the caleulation of other post-retirement benefits and cost as of December 31, 2007 and 2006 was 6.25% and
5.5%, respectively.

The benefits expecied to be paid in cach of the next five years, and thereafter, are as follows:

{in millions} Expected
Year Beneflit Poyments

2008 $
2009

2010

2011

2012

2013 10 2016

Total %

cloopoooo
D0l e o - ——

For measurement purposes. a 8.0% annual rate of increase in the per capita cost of covered health care benefits was assumed for
2007. The rate is assumed to decrease gradually to 5% for 2013 and remain at that level thereafter.

Assumed health care cost trend rates can have a significant effect on the amount reported for the health care plan. A one percentage-
point change in assumed health care trend rate would not have a significant effect.

Minera Mexico Defined Benefit Pension Plans—

Minera Mexico has established for its salaried employees a defined contribution benefit pension plan. This plan is in addition to
benefits granted by the Instituto Mexicano de Seguro Social (IMSS). Under this plan, the Company will make yearly maiching
contributions equaling 3% of participating employee's base salury. Related to this, the Company recorded a contribution expense of
$0.7 million and $1.1 million in 2007 and 2006, respectively. The defined contribution plan liability was $3.4 million and $4.1 million
in 2007 and 2006, respectively.

The benefits earned in the Company's defined benefit plan are based on salaries adjusted by inflation. As Mexico has experienced a
period of low inflation in recent years, the benefits earned from the IMSS have exceeded those earned from the Company’s non-
contributory defined benefit plan. Due to this fact, and due to the fact that the Company wants 10 assure the economic well being of
its retired employees, the Company decided in 2006 to create a new defined contribution plan.- Certain groups of salaried employees
agreed (o transfer from the non-contributory defined benefit plan to the new defined contribution plan. Benefits eamed by
participating employees as of Janvary 1. 2006 were transferred into the new defined contribution plan. The initial transfer of benefits
from the non-contributory defined benefit plan to the new defined contribution plan equaled $13.7 million.

In 2006 the change in plan was accounted for as a settlement under SEAS88, “Employee’s Accounting for Settlements and
Curtailments of Deferred Benefit Pension Plans and for Termination Benefits”. The Company recorded a $1.7 million settlement gain
in relation to the change in plan,

Minera Mexico has established for its union employees a non-contributory defined benefit pension plan. This plan is in addition to
benefits granted by IMSS.
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The components of net periodic benefit costs calculated in accordance with SFAS No. 87 “Employers Accounting for Pensions™. using
December 31 as a measurement date, consist of the foltowing:

For the years ended December 31,
{in miilions) 2007 2006 2005
Interest cost $ 22 8 1.8 3 Y29
Service cost v 22 2.1 2.6
Expected return on plan assets (3.1) (2.0} £ 31
Amortization of transition assets. net 0.1) — _‘(0.2)
Recognized net actuarial loss 0.2) — 02
Settlement {Gain) —_ (1.7) L=
Amortization of prior services cost . (.2 —_ —_
Net period benefit cost $ 1.2 § 0.t § 8.6
The change in benefii obligation and plan asseis are as follows:
Decemher 31,
(In millions) ) 2007 2006
Change in benefit obligation: ) !
Projected benefit obligation at beginning of year $ 361 % 421
Service cost 22 J 2
Interest cost 2.2 18
Actuarial (loss) gain, net — .39
Amendments . — 32
Sevilements — {14.7)
Benefits paid ) (0.7) A1)
Inflation adjustment — {0.6)
Projected benefit obligation a1 end of year 3 39.8 % 361
Change in plan assets: )
Fair value of plan assets at beginning of year . 5 336 § 1366
Actuarial return on plan assets 15 19
Employer contribution ) — L 0.7}
Benefits paid 0.5) . {0.5)
| Other transfer (0.4) '(13.7)

Fair value of plan assets at end of year % 4072 3 33.6
Funded status § 04 3 (2.5)
SFAS No. 158 amounts recognized in statement of financial position consists of: .

Non curtent assets 5 04 R

Current liabilities - — —_

Non current liabilities . — (2.5)

Totad $ 04 § (2.5)
SFAS No. 158 amounts recognized in accumulated other comprehensive income consists of: )

Net loss {gain) S 4.8) 5 Do)

Prior service cost {credit} 1.2 L1

Transition Obligation (asset) (0.2) . {0.2)

Total (net of income tax of $2.3 million and $4.0 million, respectively) $ (3.8 $ (1.0)
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The following table summarizes the changes in accurnulated other comprehensive income for the year ended December 31, 2007
related to our pension and post-retirement plans (net of income tax in millions):

As of December 31,

(in miltions) 2007 2006
Reconciliation of accumulated other comprehensive income: . . }
Accumulated other comprehensive income at beginning of plan year: $ (1.0 § —

Effect of adopting FAS 158 . B — (1.,

Amortization of transition obligation (asset) } *) —_
_ Prior services cost amortized during the year 0.1 —
. Net loss/gain amonized during the year ) . (0.1) -
_ Net gains occurring during the year. ) 2.7) -
Currency exchange rate changes (0.1) —
Net adjustment to accumulated other comprehensive income ] (2.8) (1.0)
Accumulated other comprehensive income at end of plan year 3 (3.8) 3 (1.0)

(*) Amount tess than $0.1 million

The following table summarizes the amounts in accumulative other comprehensive income amortized and recognized as a component
of net periodic benefit cost in 2007 {net of income tax. in millions):

As of December 31,
(in millions) X R : 2007 2006
Amortization of transition asset ©.1) N/A
Amortization of net losses B (0.2) N/A
Amortization of prior services cost o B 0.2 N/A
Total amortization expenses 0.1 N/A

- The assumptions used to determine the pension obligation and senjority premiums as of year-end and net cost in the ensuing year
were:

) 7 _ 2007 2006 2005 .
Weighted average discount rate . ) 8.0% 10.0% 10.0%,
Expected long-term rate of return on plan asset ) 8.0% 120% 120%
Rate of increase in future compensation level ) ) 4.5% 0.0% 6.0%
These rates are based on Mexican pesos as pension plan payments will be paid in Mexico.
The benefits expected 1o be paid in each of the next five years, and thereafier, are as follows:

tin millions) Expected

Year Benefit Payments 7

2008 3 294

2009 0.8

2010 0.8

2011 0.9

2012 0.9

201310 2016 ) 3.7

Total 38.5
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Minera Mexico's policy for determining asset mix 1argets includes periodic consuitation with recogaized third party investment
consultants. The expected long-term rate of return on plan assets is updated periodically, taking imo consideration assets allocations,
historical returns and the current economic environment. The fair value of plan assets is impacted by general market conditions. If
actual retums on plan assets vary from the expected returns, actual resuits could differ,

‘These plans accounted for approximately 30% of benefit obligations. The following table represents the asset mix of the investraent
portfolio as of December 31:

2007 2006
Asset category:
Equity securities 0% 79 %
Treasury bills 30 % 21
100 % 100 %

The amount of contributions that the Company expects to be paid 10 the plan during 2007 is not material,
Minera Mexico Post-retirement health care plan
The components of net period benefit costs are as follows:

: For the year ended Iecember 31,
{in millions} . . W7 2006 2005

Interest cost 3 43 3% 39
Service cost 0.5 0.5 0.4
Amortization of net loss (gain) 0.1 — -
Amortization of transition obhigation 1.6 — 1.6
Inflation adjustment 0.2 — —
Net periodic post-retirement benefit costs $ 46 5 28 8 4.2

The change in benefit obligation and a reconciliation of funded stutus are as follows:

As of December 3

(in millians) 2007 2006
Change in benefit obligation: N
Projected benefit obligation at beginning of year s 507 % 48.8
Service cost 0.5 . D5
Interest costs 24 23
Actuarial (loss) guin, net 10.9 X
Benefits paid (3.32) (3.0)
Settlements — ' -
Inflation adjustment : 2.1 1.2
Projected benefit obligation at end of year $ 633 § . 507
Funded status $ (63.3) 8 TS0
SFAS No, 158 amounts recognized in statement of financial position consists of: ‘
Non current assets $ — $ —
Current liabilities — : —
Non current liabilities {63.3) (30.7)
Tota $ (63.3) § {50.7)
SFAS No. 158 amounts recognized in accumulated other comprebensive income consists of: :
Net [oss (gain) ] $ 1.7 8 4.9
Prior service cost (credit) ) -— ) —
Transition Obligation (asset) 15.5 15.8
Total (net of income tax of $16.7 million and $12.5 million, respectively) $ 272§ . 207
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The following table summarized the changes in accumulated other comprehensive income for the year ended December 31, 2007
related to our pension and post-retirement plans {net of income tax in million):

As of December 31,
(in milllons) 2007 2006
Reconciliation of accumulated other comprehensive income:
Accumulated other comprehensive income at beginning of plan year: 20.7 —
Effect of adopting FAS 158 e 20.7
- Amortization of transition obligation (1.0) -
Nel loss/ (gain) occuring during the year. 6.8 —_
Currency exchange rate changes 0.7 —
Net adjustment to accumulated other comprehensive income 6.5 207
Accumulated other comprehensive income at end of plan year 27.2 20.7

The following table summarizes the amounts in accumulative other comprehensive income amortized and recognized as a component
of net periodic benefit cost in 2007 (net of income tax. in millicns):

As of December 31,

(in millions) 2007 2006

Amortization of prior service cost (credit) .6 NIA
Amortization of net losses 0.1 NfA
Total asnontization expenses 1.7 N/A

Discount rates used in the calculation of other post-retirement benefits and costs as of December 31, 2007 and 2006 were 4.0% and
5.0%. respectively. .

The benefits expected to be paid in each of the next five years, and thereafter. are as follows:

{In millions) Expected

Year Benefit Poyments
2008 ] - 44
2009 47
2010 ) 50
2011 53
2012 56
2013 10 2016 32.5
Total 57.5

For measurement purposes, a 2.5% annual rate of increase in the per capita cost of covered health care benefits was assumed for 2008
| and remains at that level thereafter.

An incrense in other benefit cost trend rates have a significant effect on the amount of the reported obligations as well as component
cost of the other benefit plan. One
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percentage-point change in assumed other benefits cost trend rates would have the following effects:

One Percentage Point
(in millions) _ Increase Decrease
Effect on total service and interest cost components ) 5 40 % R
Effect on the post-retirement benefil obligation $ 71.7 8 ‘o4

NOTE 13-MINORITY INTEREST:

For all the years presented, in the consolidated combined statement of eamings the minority interest is based on the earnings of the
Company's Peruvian Branch, and through October 2005 it also included the interest of minority shareholders in Minera Mexico. n
October 2005, the Company acquired an additional 0.81833% of the outstanding shares of Minera Mexico for $30.3 million. This
acquisition increased the Company’s holding in Minera Mexico to 99.95%.

The minority interest of the Companys Peruvian Branch is for investment shares, formerly called labor shares. These shares wenz
generated by legistation in place in Peru from the 1970s through 198%; such legislation provided for the participation of mining
waorkers in the profits of the enterprises for which they worked. This participation was divided between equity and cash. The
investment shares included in the minority interest on the balance sheet are the still outstanding equity distributions made to the
Peruvian Branch’s employees.

In prior years the Company acquired some Peruvian investment shares at merket value, These acquisitions have been accounted for as
purchases of minority interests. The excess patd over the carrying value was assigned to intangible assets and is being amontized
based on production. As a resuit of these acquisitions, the remaining investment sharcholders hold a 0.71% intercst in the Peruvian
Branch and are entitled to a pro rata participation in the cash distributions made by the Branch. The shares are recorded as a minority
interest in the Company’s financial statements.

NOTE 14-COMMITMENTS AND CONTINGENCIES:
Environmental maltters:

The Company has instituted extensive environmental conservation programs at its mining facilities in Peru and Mexico. The
Company’s environmental programs include. among other things, witer recovery systems to conserve water and minimize impact on
nearby streams, reforestation programs to stabilize the surfaces of the tailings dams, and the implememiation of scrubbing technoiogy
in the mines to reduce dust emissions.

Peruvian operations

The Company's operations are subject to applicable Peruvian environmentel laws and regulations, The Peruvian government, through
its Ministry of Energy and Mines (*“MEM™) conducts annual audits of the Company’s Peruvian mining and metallurgicat operations.
Through these environmental audits, matters related o environmental comrmitments, compliance with legal requiremennts. atmospheric
emissions., and effluent monitoring are reviewed. The Company believes that it is in material compliance with applicable Peruvian
environmental laws and regulations,

In the first quarter of 2007, with the completion of the Iio smelter modernization, the Company completed a 10-year environmertal
program agreed 1o with the Peruvian government
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in 1997, This program applied to all of the Company’s Peruvian operations and contained 34 mitigation measures and projects
necessary to (1) bring the existing operations into compliance with the environmental stundards established by the MEM and

(2) identify areas impacted by operations that were no longer active and needed to be reclaimed.

In 2003 the Peruvian congress published a new taw announcing future closure and remediation obligations for the mining industry. In
August 2006, in accordance with this law and its amendments the Company prepared and submitted to MEM a closure plan. The
Company is awailing MEM's review of this plan. See note 10 “Asset Retirement Obligation™ for further disclosure of this matter.

For the Company’s Peruvian operations, environmental capital expenditures were $21.6 million, $161.0 million and $235.1 million in
2007, 2006 and 2005, respectively. The Company expects to spend approximately $14.1 million for environmental capital
expenditures in 2008.

Mexican operations

The Company's operations are subject to applicable Mexican federal, state and municipal environmental laws, to Mexican official
standards. and to regulations for the protection of the environment, including regulations relating to water supply, water quality, air
quality, noise levels and hazardous and solid waste. Some of these laws and regulations are relevant to legal proceedings pertaining to
the Company’s San Luis Potosi copper facilities. '

The principal legislation applicable to the Company’s Mexican operations is the federal General Law of Ecological Balance and
Envirenmental Protection, which is enforced by the Federal Bureau of Environmental Protection (“PROFEPA™). The PROFEPA
monitors compliance with environmental legislation and enforces Mexican environmental laws, regulations and official standards.
PROFEPA may initiate administrative proceedings against companies that violate environmental laws, which in the most egregious
cases may result in the temporary or permanent closing of non-complying facilities, the revocation of operating licenses and/or other
sanctions or fines. Also, according to the Federal Criminal Code, the PROFEPA must inform corresponding authorities regarding
environmental non-compliance.

Mexican cnvironmental regulations have become increasingly stringent over the last decade, and this trend is likely to continue and
has been influenced by the environmental treaty entered into by Mexico, United States and Canada in connection with NAFTA in
February 1999. However, the Company's management does not believe that continued compliance with the Environmental Law or
Mexican State environmental laws will have a material adverse effect on the Company’s business, properties, results of operations,
financial condition or prospects or will result in material capital expenditures. Although the Company believes that all of its facilities
are in material compliance with applicable environmental, mining and other laws and regulations, the Company cannot assure that
future laws and regulutions would not have a material adverse effect on the Company's business, properties, results of operations,
financial condition or prospects.

Due to the proximity of certain facilities of Minera Mexico to urban centers, the authorities may implement certain measures that may
impact or restrain the operation of such facilities.

For the Company's Mexican operations, environmental capital expenditures were $25.8 million, $5.3 million and $7.5 million in
2007, 2006 and 2005, respectively. Approximately, $45.2 million has been budgeted for environmental capital expenditures in 2008,
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Litigation matters:
Peruvian operations

Garcia-Ataucuri and Others against SCC: In April 1996, the Company was served with a complaint filed in Peru by approximatelr
800 former employees seeking the delivery of a substantial number of “labor shares™ (ucciones laborales) of its Peruvian Branch p.us
dividends on such shares. (o be issued in o proportional way to each former employee in accordance with their time of work with
SCC’s Peruvian Branch.

The Company conducts its operations in Peru through a registered Branch. Although the Peruvian Branch has neither capital nor
liability separate from that of the Company, under Peruvian law it is deemed to have an equity capital for purposes of determining the
economic interest of the holders of the labor shares. The labor share litigation is based on claims of former employees for ownersaip
of labor shares issued during the 1970s until 1989 under a former Peruvian mandated profu sharing systern. In 1971, the Peruvian
government enacted legislation providing that workers in the mining industry would participate in the pre-tax profits of the enterprises
for which they worked at a rate of 10%. This participation was distributed 40% in cash and 60% as an equity interest in the
enterprise. Under the law, the equity participation was otiginally delivered to the “Mining Community”, an organization representing
all workers. The cash portion was distributed to the workers after the close of the year. The accruat for this participation was (and
continues to be) a current liability of the Company, until paid. [n 1978, the law was amended and the equity distribution was
calculated a1 5.5% of pre-tax profits and was made to individual workers of the enterprise in the form of “labor shares™ to be issued in
Peru by the Peruvian Branch of SCC. These labor shares represented an equily interest in the enterprise. In addition, according o the
1978 law. the equity participations previously distributed to the “Mining Community” were returned to the Company and redistributed
in the form of labor shares to the individual employees or former employees. The cash participation was adjusted to 4.0% of pre-tax
earnings and continved to be distributed to employees following the close of the year. Effective in 1992, the law was amended tc its
present status, and the workers’ participation in pre-tax profits was set at 8%, with 100% payable in cash. The equity participaticn
component was eliminated {rom the law.

In 1995, the Company offered to exchange new common shares of the Company for the labor shares issued under the prior Peruvian
law. Approximately 80.8% of the issued labor shares were exchanged for the Company’s common shares, greatly reducing the
minority interest on the Company's balance sheet. What remains of the workers’ equity participation is now included on the
consolidated balance sheet under the caption “Minority interest.” .

In relation to the issuance of “labor shares™ by the Branch in Peru, the Company is a defendant in the following lawsuits:

13 As stated above, in April 1996, the Company was served with a complaint filed in Peru by approximately 800 former employees,
(Garcia Ataucuri and others vs. SCC), seeking the delivery of 38,763,£06.80 “labor shares™ (acciones laborales), now “investment
shares™ (acciones de inversion) {or $/. 3,876,380.679.56), as required by Law # 22333, to be issued in a proportional way to each
former employee or worker in accordance with their time of work with SCC's Branch in Peru, plus dividends on such shares, In
2000 SCC appealed an adverse decision of an appellate civil court, affirming a decision of a lower civil court, to the Peruvian
Supreme Cournt. On September 19, 2001, the Peruvian Supreme Court annutled the proceedings noting that the civil courts facked
jurisdiction and that the matter had to be decided by a labor court. On March 8, 2002, Mr. Garcia Ataucuri restated the claim to
comply with Peruvian labor law and procedural requirements. and increased the number of
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plaintiffs to approximately 958 ex-workers. In January 2005, the fower lubor judge dismissed the lawsuit en procedural grounds
without deciding on the merits of the case. In March 2003, the plaintiffs appealed this decision but the appellate court dismissed

‘the appeal due to procedural defects and remanded the case 1o the lower labor court for further proceedings. The lower labor
court, on metions from the plaintiffs, reinstated the appeal of the dismissal of the case of seven plaintiffs that had cured the
procedural defects. As of December 31, 2007, the case remains open with no further new developments. The labor court has
temporarily lost jurisdiction over this case until the Supreme Court decides on the Constitwtional Tribunal’s decision described
betow.

In October 2007, in a separate proceeding initinted by Mr. Garcfa Alaucuri against the justices of the Peruvian Supreme Court, the
Peruvian Constitutional Court nuflified the Peruvian Supreme Court decision issued on September 19, 2001 because it had
violated Mr. Garcia-Ataucuri’s constitutional due process rights by obliging him and the other plaintiffs 1o commence a new
proceeding before the labor courts when they had litigated against the Company in civil courts for over 10 years. The Peruvian
Constitutional Court ordered the Supreme Coun to decide again on the merits of the case accepting or denying the Company's
2000 appeal,

Although the Company was not formally a pany to the Garcia Ataucuri proceedings before the Peruvian Constitutional Court, the
nullity of the favorable decision of the Supreme Court, issued on September 19, 2001, is final and cannot be appealed by the
Company.

It is uncertain how the Peruvian Supreme Court will decide on the Company’s 2000 appeal and the merits of the case in view of
the decision of the Peruvian Constitutional Court.

In October 2007, a Peruvian prosecuting attorney investigating an accusation made by Mr. Garcia Ataucuni against various
officers of the Company™s Peruvian Branch agreed with Mr. Ataucuri that the non issuance of shares in the Ataucuri case
constituted an illegal appropriation of sume. The Company filed an action against the prosecuting attomey before a criminal
Jjudge, who decided in favor of the Company annulling the accusation of Mr. Ataucuri. In November 2007 a criminal appeals
count affinmed the decision of the lower court. This decision is final and cannot be appealed.

Additionally, on May 10, 2006, the Company was served with a new complaint filed in Peru, this time by 44 former employees,
(Cornejo Flores and others vs. SCC), seeking delivery of (1) labor shares (or shares of whatever other current legal denomination)
comesponding to years 1971 to December 31, 1977 (the plaintiffs are seeking the same 38,763.806.80 labor shares mentioned in
the prior lawsuit), that should have been issued in accordance with Law # 22333, plus interest and (2) labor shares resulting from
capital increases made by the Branch in 1980 “ for the amount of the workers™ partictpation of $/.17,246,009,907.20, equivalent
to 172,460,099.72 labor shares™. plus dividends, On May 23, 2006, the Company answered this new compliaint, denying the
validity of the claim. As of December 3t, 2007 the case remains in the discovery stage.

The Company asserts that the claims are without merit and that the labor shares were distributed to the former employees in
accordance with the profit sharing law then in effect. We do not believe that an unfavorable cutcome is reasonably possible. The
Company has not made a provision for these lawsuits because it believes that it has meritorious defenses to the claims asserted in
the complaints, ' !

Mineria Integral S.A.C.: In January 2007, the Company was served with three claims filed
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in Peru by Mineria Integral S.A.C. The claims allege that the Company has trespassed on certain mining rights of the plaintiff, in [lo,
Department of Moquegua, and seek that the Company desist from the trespass and pay compensation in the amount of $49.1 million.
The Company believes that these administrative procedures are without merit and s vigorously defending itself against these actioas.

Mexican operations

The Mexican Geological Services (MGS) Royalties: In August 2002, MGS (formerly named Council of Mineral Resources
("COREMI™)) filed with the Third Federal District Judge in Civil Matters, an action demanding from Mexcobre the payment of
royalties since 1997, In December 2005, Mexcobre signed an agreement with MGS, Under the terms of this agreement the parties
established a new procedure to calculate the royalty payments applicable for 2005 and the following years, and the Company paid in
January 2006, $6.9 million of royalties for 2005 and $8.5 miilion as payment on account of royalties from the third quarter 1997
through the last quarter of 2004. The Company estimates that the payment wade on January 11, 2006 will cover 100% of the royalty
payments required for 2004 and prior periods. On January 22, 2007 the Thind Federal District Judge issued a ruling regarding the.
payment related to the period from the third quarter of 1997 through the fourth quarter of 2004. This ruling was appealed by both
parties in February 2007. The appeal was lost by the Company in October 2007. The Company filed a protective action {Amparo;
before the First Unitary Tribunal of the First Circuit, which reselution is pending. The Company believes that the payment made on
account for this period is correct.

On an ongoing basis the Company is required to pay a 1% royalty on La Caridad’s copper production value after deduction of
treatment and refining charges and centain other carrying costs.

San Luis Potosi Facilities: The municipality of San Luis Potosi has granted Desarrolladora Intersaba, 5.A. de C.V. (“Intersaba™),
licenses lor use of land and construction of housing and/or commercial zones in the former Ejido Capulines zone, where the
residential project “Villa Magna” is expected to be developed in the near futare.

The “Villa Magna™ residential project is being developed within an area that IMMSAs Risk Analysis approved by SEMARNAT (the
federal environmental authority), has secured as a safeguard and bulfer zone due to the use by IMMSA of anhydrous ammonia pes.

Based on the foregoing. IMMSA has initiated two different actions regarding this matter. First, against the municipality of San Luis
Potosi, requesting the annulment of the authorization and licenses granted to Intersaba to develop “Vills Magna™ within the zinc
plant’s safeguard and buffer zone, and second, filed before SEMARNAT for the declaration of a safeguard and buffer zone
surrounding IMMB3A’s zinc plant,

In August 2006, the farst action was resolved by a Federal Court, which denied IMMSA’s request. In September 2006, IMMSA
submitted its final 2ppeal to the Supreme Court of Justice and in February 2007, the court ruled against IMMSA.

IMMSA believes that while this outcome was adverse (o its interests, the construction of the “Villa Magna” housmg and commercial
development will not, in itself, affect the operations of IMMSA's zinc plant.

Intersaba has filed a lawsuit against IMMSA, requesting payment of damages in the amount of approximately $11.0 million
supposedly caused by IMMSA during these proceedings. IMMSA intends 1o vigorously defend against this lawsuit.

In addition to the foregoing. IMMSA has initiated a series of legal and administrative
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procedures against the Municipality of San Luis Potosi due to its refusal to issue IMMSA’s use of land permit {licencia de uso de
suelo) in respect to its zine plant. A federal judge ruled that IMMSA's use of land permit shovld be granted. The municipal
authorities are evaluating how to comply with the ruling.

Labor matters:

In recent years the Company has expertenced a number of strikes or other laber disruptions that have had an adverse impact on its
operiations and operating results.

Peruvian Operations

Collective bargaining agreements with the Company's Peruvian labor unions expired in 2007, A number of strikes were initiated by
the Company’s labor unions, demanding wage increases and better benefits. In addition, some of the unions went on strike in support
of national union strikes. These strikes were generally of a brief nature and the Company was able to continue normal operations with
the support of staff and administrative personnel and contractors. New collective bargaining agreements, for periods ranging from
three 1o six years were signed with all of the Company’s Peruvian unions.

Mexican operations

Beginning July 2007, our mines at Cananea, Taxco and San Martin went on strike. On January 11, 2008 the Mexican federal labor
court declared the Cananea strike illegal and ordered the workers (o return 1o work within 24 hours, This ruling was challenged before
3 federal judge who upheld the union’s case on February 14, 2008. The Company will appeal this unfavorable niling. The Company
expects that it will take about three months to return to full production at Cananea. At Taxco, operations have been put on standby
due to the sirike. Resuming operations at San Martin remains dependant upon the results of litigation. Additionally, the Company
estimates that 178.4 million pounds and 25.6 million pounds of copper and zinc production, respectively, were lost in these strikes, as
well as $487.5 million in operating income.

During 2006. there were a number of work stoppages at some of the Company’s Mexican operations. While some of these work
stoppages were of a short-term nature with little or no production loss, others have been more disruptive. A strike at the La Caridad
copper mine in Sonora began in the first quarter of 2006 and ended in July 2006. As a result of these strikes, the Company declared
“force majeure” on certain of its June and July copper contracts. In 2006, we also experienced strikes at our Cananea and San Martin
mines,

Orther legal mauers

Class actions: Three purported class action derivative lawsuits have been filed in the Delaware Count of Chancery (New Castle
County) late in December 2004 and early January 2005 relating to the acquisition of Minera Mexico by SCC. On January 31, 2005,
the three actions Lemon Bay, LLP v. Americas Mining Corporation, et al., Civil Action No. 961-N, Therault Trust v. Luis Palomino
Bonilla, et al., and Southern Copper Corporation, et al., Civil Action No. 969-N, and James Sousa v, Southern Copper Corporation, et
al,, Civil Action No. 978-N were consolidated into one action titled, In re Southem Copper Corporation Shareholder Derivative
Litigation, Consol, C. A, No, 961-N and the complaint filed in Lemon Bay was designated as the operative complaint in the
consoliduted lawsuit. The consolidated action purports to be brought on behalf of the Company's common stockholders.

The consolidated complaint alleges, among other things, that the acquisition of Minera
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Mexico is the resuli of breaches of fiduciary duties by the Company’s directors and is not entirely fair to the Company and its minority
stockholders. The consclidated complaint seeks, among other things, a preliminary and permanent injunction to enjoin the
acquisition, the award of damages to the class, the award of damages 10 the Company and such other relief that the court deems
equitable, including interest, attorneys’ and experts’ fees and costs, The defendants believe that this lawsuit is without merit and are
vigorously defending the action.

The Company'’s management believes that the outcome of the aforementioned legal proceeding will not have a materiat adverse effect
on the Company's financiai position or results of operations.

The Company is involved in various other legal proceedings incidental to its operations, but the Company does not believe that
decisions adverse 1o it in any such proceedings individually or in the aggregate would have a material adverse effect on its financial
position or results of operations.

Qur direct and indirect parent corporations, including AMC and Grupo Mexico, have from time to time been named parties in various
litigations involving Asarco LLC (“Asarco™). In August 2002 the U.5. Department of Justice brought a claim alleging fraudulent
conveyance in connection with AMC's then-proposed purchase of SCC from a subsidiary of Asarco. That action was settled pursuant
to a Consent Decree dated February 2, 2003, In March 2003, AMC purchased its interest in SCC from Asarco. In October 2004,
AMC, Grupo Mexico, Mexicana de Cobre and other parties, not including SCC, were named in a lawsuit filed in New York State
court in connection with alleged asbestos liabilities, which lawsuit claims. among other mauers, that AMC's purchase of SCC frem
Asarco should be voided as a fraudulent conveyance. The lawsuit filed in New York State court was stayed as a result of the Aujust
2003 Chapter 11 bankruptcy filing by Asarco, as described below. However, on November 16, 2007, this lawsuit, after being
removed from Federal Court, was transferred to the United Staies District Court for the Southern District of Texas in Brownsville,
Texas, for resolution in conjunction with a new lawsuit filed by Asarco, the debtor in possession, as described below. On Februzry 2.
2007 a complaint was filed by Asarco, the debtor in pessession, alleging many of the matters previously claimed in the New York
State lawsuit, including that AMC’s purchase of SCC from Asarco should be voided as a fraudulent conveyance. In late December
2004 and early January 2005, three purported class action derivative lawsuits were filed in the Delaware Court of Chancery {New
Castle County) relating to the merger transaction between SCC und Minera Mexico. On January 31, 2005, the three actions were
consolidated. The consolidated complaint alleges, among other things, that the merger was the result of breaches of fiduciary duties
by SCC’s directors and was not entirely fair to SCC and its minority stockholders. The case is currently in the carly stages of
discovery. The defendants believe that the lawsuit is without merit and are vigorously defending the action. While Grupo Mexico and
its affiliates belicve that these claims are without merit, we cannot assure you that these or future claims, if successful, will not have an
adverse effect on the Company’s parent corporation or the Company. Any increase in the financial obligafions of the Company’s
parent corporation, as a result of matters related to Asarco or otherwise could, ameng other effects, result in the Company's parcnt
corporation attempting to obtain increased dividends or other funding from the Company. In 2003, centain subsidiaries of Asarco filed
bankruptcy petitions in connection with alleged asbestos liabilities. [n July 2005, the unionized workers of Asarco commenced a work
stoppage. As a result of various factors, including the above-mentioned work steppage, in August 2005 Asarco liled a voluntary
petition for relief under Chapter i1 of the U.S. Bankruptcy Code before the U.S. Bankruptey Court in Corpus Christi. Texas, Asarco’s
bankruptcy case is being joined with the bankruptcy cases of its subsidiaries. Asarco’s bankruptey could result in additional claims
betng filed against Grupo Mexico and its subsidiaries, including SCC, Minera Mexico or its substdiartes,

Other:
Mine accident

On February 19, 2006 an explosion occurred at the IMMSA unit's Pasta de Conchos coal mine, located in San Juan de Sabinas,
Coahuila, Mexico. Immediately thereafter and for 14 months, IMMSA conducted a comprehensive rescue effort. Federal and local
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governmentat help and support was received. As a result of the accident eight miners were injured and 65 perished.

Both the Coahuila Public District Auomney (Procuraduria de Justicia) and the Federal Attormey's Office (Procuraduria Federal de la
Republica) initiated investigations to establish the causes of the accident and the respensible party. A local judge at San Juan de
Sabinas ordered five mine representatives to stand trial for the accident. On April 16, 2007 the judge terminated the case due to the
indemnification for damages to the families of the victims. which was paid by the Company’s insurance company. In Janvary 2008,
wo families of the victims were granted additional indemnification by virtue of a federal ruling. Recovery efforts have stopped due to
increased hazards and potential health risks for the recovery workers. On November 30, 2007, Federal labor officials have ordered the
permanent closure of the mine.

Regional development contribution

In December 2006, the Company’s Peruvian Branch signed a contract with the Peruvian government committing the Company to
annual contributions for five years to support the regional development of Peru. This was in response to an appeal by the president of
Peru to the mining industry. The coatributions are being used for social benefit programs. [n 2007, the Company made a
contribution of $16.1 million, calculated based on 2006 Peruvian earnings after income tax. In accordance with the agreement in
April 2007, this contribution was deposited with a separate entity, the “Asociacion Civil Ayuda del Cobre™ which will make
disbursements for approved investments in accordance with the agreement. The following years’ contributions could increase or
decrease depending on copper prices, The commitment of the Branch is for a total of 1.25% of its annual earnings, after Peruvian
income tax. If the copper price drops below $1.79 per pound the contribution will cease, The Company made a provision of $17.9
million for 2007 based on Peruvian Branch eamings.

Royalty charge

In June 2004, the Peruvian Congress enacted legislation imposing a royalty churge to be paid by mining companies. Under this law,
the Company is subject to a 19 to 3% royalty, bused on sates, applicable to the value of the concentrates produced in our Toquepala
and Cuajone mines. The Company made provisions of $62.8 million, $67.2 million and $40.3 million in 2007, 2006 and 2005,
respectively, for this royalty. These provisions are included in “Cost of sales (exclusive of depreciation, amortization and depletion)”
in the consolidated combined statement of carnings.

Power purchase agreement

In 1997, SCC sold its llo power plant to an independent power company, Enersur S.A. (“Enersur™). In connection with the sale, a
power purchase agreement was also completed under which SCC agreed to purchase all of its power needs for its Peruvian operations
from Enersur for twenty years, commencing tn 1997. In 2003 the agreement was amended releasing Enersur from its obligation to
construct additional capacity 1o meet the Company’s increased electricity requirements. SCC belteves it can satisfy the need for
increased electricity requircments from other sources, including local power providers.

Tax contingency matters:

Tax contingencies are provided for under FIN No 48 (see Note 8 “Income Tax™).

149




NOTE 15-STOCKHOLDERS' EQUITY:
Merger adjustments:

Pursuant to U.S. GAAP, since both SCC and Minera Mexico are under common control for all the periods presented, the acquisition
of Minera Mexico by 8CC has been reflected at the historical carrying value of Minera Mexico’s assets and liabilities in a manner
similar 10 a pooling of interests. The difference in the value of the 134.4 million shares of SCC issued and the net carrying value of
Minera Mexico has been recognized in equity as a reduction in additional paid-in capital. In addition, Minera Mexice's historical
common stock, treasury stock and additional paid in capital accounts were eliminated and classified within SCC’s additional paid-in
capital. Minera Mexico's retained eamings were carried forward as reporied 1o be combined with retained eamings of SCC. For the
purpose of these financial statements, the issuing of 134.4 million shares has been reflected as if they had been outstanding as of
January 1, 2005. Therefore, historical commeon stock and per share data presented herein differs from that previously reported by SCC
on a stand-alone basis.

Common stock:

The Company had two classes of common shares outstanding. Class A cemmeon stockholders were entitled 1o five votes per shar:.
Common share stockholders are entitled to one vote per share.

In connection with the acquisition of Minera Mexico, the Company's Class A common stock was converted into commen stock end
preferential voting rights were eliminated. On June 9, 2005, Cerro Trading Company, Inc., SPC Investors L.L.C., Phelps Dodge
Overseas Capital Corporation and Climax Molybdenum B.V., subsidiaries of two of SCC’s founding shareholder’s and affiliates sold
their equity heldings in SCC.

Stock split:

On August 30, 2006 the Executive Committee of the Board of Directors declared a two-for-one split of the Company's outstanding
common stock. On October 2, 2006 common shareholders of record at the close of business on September 15, 2006, received ore
additional share of common stock for every share owned. The Company’s common stock began trading at its post-split price on
October 3, 2006. The split increased the number of shares outstanding to 294,460,850 from 147,230,425, The stock split was
recorded in our 2006 financial statements. All share and per share amounts were retroactively adjusted to reflect the stock split.

Appropriated Retained Eamings:

In 2007, Company management set aside $1.4 billion of unremitted earnings of its Mexican subsidiary, Minera Mexivo, as
appropriated retained earnings. It is Company’s intention to indefinitely invest these funds in Mexico, These amounts are earmarked
for the Company’s Mexican expansion program. See also Note § of these financial statements,

Directors Stock Award Plan:

The Company established a stock award compensation plan for certain directors who are not compensated as employees of the
Company. Under this plan, participants will receive 400 shares of common stock upon election and 400 additional shares following
each annual meeting of stockholders thereafter. 200.000 shares of Southern Copper common stock have been reserved for this glan.
At December 31, 2007 and 2006, 72,000 and 67,600 shares, respectively, have been awarded under this plan.
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Employee Stock Purchase Plan:

In January 2007, the Company offered to eligible employees a stock purchase plan (the “Employee Stock Purchase Plan”) through a
trust that acquires shares of Grupo Mexico stock for sale to its employees, and employees of subsidiaries, and certain affiliated
companies. The purchase price is established at the approximate fair market value on the grant date. Every two years employees will
be able to acquire title to 50% of the shares paid in the previous two years. The employees will pay for shares purchased through
monthly payroll deductions over the eight year peried of the plan. At the end of the eight year period, the Company will grant the
participant a bonus of 1 share for every 10 shares purchased by the employee.

If Grupo Mexico pays dividends on shares during the eight year period, the participants will be entitled to receive the dividend in cash
for all shares that have been fully purchased and paid as of the date that the dividend is paid. If the participant has only partially paid
for shares, the entitled dividends will be used 10 reduce the remaining liability owed for purchased shares.

In the case of voluntary resignation of the employee, the Company will pay to the employee the purchase price applying a deduction
based on the following schedule:

If the resignation occurs during: % Deducted

Ist year after the grant date 90 %
2nd year after the grant date 80 %
3rd year after the grant date 0%
4th year after the grant date 60 %
Sth year after the grant date 50%
6th year after the grant date 40 %
Tth year after the grant date 20%

In the case of involuntary termination of the employee, the Company will pay to the employee the difference between the fair market
value of the shares at the date of termination of employment, and the purchase price. When the fair market value of the shares is
higher than the purchase price, the Company will apply a deduction over the amount to be paid to the employee based on the
following schedule.

I the termination occurs during: Fe Deducted

st year after the grant date ‘ 100%
2nd year after the grant date . 95 %
3rd year after the grant date 90 %
4th year afier the grant date . 80%
5th year after the grant date 70%
6th year after the grant date 60 %
Tth year after the grunt date 50%

In case of retirement or death of the employee, the Company will render the buyer or his legal beneficiary, the shares effectively paid
as of the date of retirement or death,

For 2007, the stock based compensation expenses under this plan was $2.1 million. As of December 31, 2007, there was $14.9
million of unrecognized compensation expenses under this plan, which is expected to be recognized over a period of 8 years.

The following table presents the stock award activity for the year ended December 31, 2007:
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Unit Weighted

Average Grant

Shaces Date Fair Valoe
Outstanding shares at January 1. 2007 —_ —
Granted 43834717 § 3.50
Exercised — —
Forfeited — —_
Qutstanding shares at December 31, 2007 4.834.717 § 350

Executive Stock Purchase Plan:

Grupo Mexico also offers a stock purchase plan for certain members of its executive management and the executive management of
its subsidiaries and certain affiliated companies. Under this plan. participants will receive incentive cash bonuses which are used 10
purchase up to 750,000 shares of Grupo Mexico over an eight year period. ‘The fair value of the award is estimated on the date of
grant and i5 recognized as compensation expense over a weighted average requisite service period of eight years. The Compuny
recorded $0.5 million net of tax, in compensation expense in 2007, As of December 31, 2007, there was $3.2 million of unrecogaized
compensation cost, related to this plan, which is expected to be recognized over a weighted average period of eight years.

The following 1able presents the stock award activity for the year ended December 31, 2007:

Unit Weighted
Average Grant
Shores Dute Fuir Value
Qutstanding shares at January |, 2007 750,000 § .30
Granted _
Exercised (292,500) 2,30
Forfeited —_
Outstanding shares at December 31,
2007 457500 § 2.30

Treasury Stock:

Included in treasury stock are shares of the Company’s common stock carried at cost. In addition, included in treasury stock ars
shares of the Company’s principal sharcholder. Grupo Mexico. At December 31. 2007 and 2006 treasury stock held 399,712 shares
and 404,112 shares of Southern Copper Corporation common stock with o cost of $4.4 million and $4.5 million, respectively. At
December 31, 2007 and 2006 treasury stock held 144,783,673 Grupo Mexico shares and 145,289,025 Grupo Mexico shares with a
cost of $82.4 million and $82.8 million, respectively.

The shares of Southem Copper Corporation are used 1o make awards under the Directors Stock Award plan.

The shares of Grupo Mexico are used (o make awards under both the Employee Stock Purchase Plan and the Executive Stock
Purchase Plan.

152




Activity in treasury stock in the years 2007 and 2006 was as follows (in millions):

2007 26
Southern Copper Corporation common shares
Balance as of Janvary | $ 0 44 3 4.5
Purchase of shares —_
Used for corporate purposes (*) 0.1)
Balance as of December 31 4.4 4.4
Parent Company (Grupo Mexico) common shares
Balance as of January 1 2.6 80.4
Other activity, including received dividends. interest and currency translation etfect 77.7 12.2
Balance as of December 31 170.3 92.6
Treasury stock balance as of December 31 S 1747 &, 970

(*)YYear 2007 is fower than $0.1 million.

[n 2007 and 2006, the Company distributed -4.400 shares and 5,200 shares, respectively, of Southern Copper Corporation shares to
directors under the Direciors” Stock Award Plan,

[n 2007 the Company awarded 4.8 million shares of Grupo Mexico under the Emnployee Stock Purchase Plan.
NOTE 16-DERIVATIVE INSTRUMENTS:

The Company occasionally uses derivative instruments 10 manage its exposure to market risk from changes in commaodity prices,
interest rate and exchange rate risk exposures. The Company generally does not enter into derivative contracts unless it anticipates a
future activity that is likely to occur that will result in exposing the Company to market risk.

Copper and zinc swaps:

During 2007, 2006 and 2005 the Company entered inte copper cellar and swaps contracts to protect a portion of its sales of copper
production. In 2007 the Company entered into collar contracts for 77,350 metric tons of its copper production at weighted average
minimum and maximum LME prices of $3,20 per pound and $4.07 per pound, respectively. Also in 2007 the Company entered into
swap contracts for 5,400 metric tons of its copper production at a weighted average COMEX price of $3.71 per pound. In 2006 the
Company entered into swap contracts for 384,500 metric tons of its copper production for future sales at a weighted average price of
$3.17 per pound and during 2005 the Company entered into swap comtracts for 299,457 metric tons of copper at a weighted average
price of $1.63 per pound, Related to the settlement of these copper collar and swap contracts the Company recorded a gain of $10.9
million in 2007 and losses of $276.1 million and $23.5 million in 2006 and 2005, respectively. These gains and losses were recorded
in net sales on the consolidated combined statement of earnings. Also, these gains and losses were recorded in net earnings in
operating activities of the consolidated statement of cash flow.

In addition, in 2006 the Company entered into a zinc swap coniract 1o protect the cost of a portion of the zinc concentrates purchases
during the recovery from a fire at the San Luis Potosi zine refinery. Related to the sertlement of this zine swap contract the Company
recorded a toss of $0.2 millien in 2006. This loss was recorded in net sales on the consolidated combined statement of earnings. Also,
this loss was recorded in net earnings in operating activities of the consolidated statement of cash flow.

The Company did not enter into any zinc derivative contracts in 2007 and 2005 and ot
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December 31, 2007 the Company did not hold any open copper or zinc futures positions.

Transactions under these metal price protection programs ure not accounted for as hedges under SFAS No. 133 and are adjusted to fair
market value based on the metal prices as of the last day of the respective reporting period with the gain or loss recorded in net salzs
on the consolidited combined staternent of earnings.

Gas swaps:

In 2007 and 2006, the Company entered into gas swap contracts to protect pan of its gas consumpiion as follows:

] 2007 2006
Gas volume (MMBTUs) 500,000 3,650,000 |
Fixed price $ 7.5250 $ 42668
Gain (loss} (in million} $ {0.9) $ 63

The gains and losses obtained were included in the production cost. At December 31, 2007, the Company did not hold any open gas
swap contracts.

Interest Rate Swaps:

During 2005 the Company entered into a short interest rate swap contract to reduce its exposure to interest rate risk on certain of its
floating rate bank obligations. As a result of these positions. the Company recorded a net gain of $1.2 million in 2005. This gain was
recorded in Gain (loss) on derivative instruments on the consolidated combined statement of earnings. The Company did not hold any
interest rate swap contracts during 2007 and 2006 and docs not hold any open position as of December 31, 2007.

Exchange Rate Derivatives, U.S. dollar / Mexican peso contracts:

Because more than 85% of our sales collections in Mexico are in US dollars and many of our costs are in Mexican pesos, during 2006
the Company entered into zero-cost derivatives contracts with the purpose of protecting, within a range, against an appreciation of the
Mexican peso to the US dollar, In these contracts if the exchange rate setiles at or below the barrier, the Company does not sell
dollars, if the exchange rate settles above the barrier price established in the contract the Company sells dollars at the strike pric:
established in the contract. !

In 2007 and 2006 the exercise of these zero-cost derivative contracts resulted in gains of $8.1 million and $0.9 million, respectively,
which were recorded as Gain (loss) on derivative instrumeats in the conso.idated combined statement of eamings.

At December 31, 2007 we held the following exchange rate derivative operations:

Notional

Amount ' Due Date, Weekly Strike Price Barricr Price

{millinns} expiration during {Mexican Pesos/US. Dollacs) (Mexican Pesos/ U.S. Dollars)
3 20 1st Quarter 2008 (*) 11.60 T 128
$ 2.0 Ist Quarter 2008 (*) 11.28 L1030,
$ 60.0 4th Quarter 2008 11.32 * 10.60°

(*) These eperations matured on January 3, 2008 and reported a gain of $0.1 million which was recorded as unrealized gain on
derivative instruments in the consolidated combined statement of earnings at December 31, 2007.

At December 31, 2007, the fair value of the above listed exchange rale derivative
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contracts is a gain of $0.5 million which was recorded as Gain (loss) on derivative instruments in the consolidated combined statement
of earnings. Each noticnal amount includes a group of weekly transactions that have the same strike and barrier price.

In addition, at December 31, 2007 the Company held the following exchange rate derivative contract:

Arnount B $53.0 million
Valuation date $1.0 million weekly, through December 31, 2008 )
Pesofdollar exchange rate 11,2 pesos = $1.00

The above noted contract setiles weekly. If the Mexican peso/US dollar exchange rate is below 11.20 the counterparty 10 the contract,
in this case Merrill Lynch Capital Services, Inc. (“*MLCS"), will pay the Company 11.2 million Mexican pesos and the Company will
pay MLCS $1.0 miltion. If the Mexican peso/US dollar exchange rate is not below 11.20, MLCS will pay the Company 22.4 million

Mexican pesos and the company will pay MLCS $2.0 million.

Additionally, the Company held embedded derivatives which are described in note 3 “Short-term investments.”

NOTE 17-FINANCIAL INSTRUMENTS:

For certain of the Company’s financial instruments, including cash and cash equivalents, accounts receivable (other than accounts
receivable associated with provisienally priced sales) and accounts payable, the camrying amounts approximate fair value due to their
short maturities. Consequently, such financial instruments are not included in the following table that provides information about the

carrying amounts and estimated fair values of other financial instruments:
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As of December 31,
2007 2006
Carrying Fair Carrying Fair
. yulue value value value
Assets: N
Accounts receivable associated with provisionally priced sales: o
Copper ) @2ms (@208 47.3)% (4733
Molybdenum — — 3 (11.5)3% (J11.5)
Shon-term investments $ 1179 § i179 % 2800 % 250.0
Liabilities: . . ]
Long-term debt 5 14664 3% 1,531.7 % 1,5250 § 16811

The following methods and assumptions were used to estimate the fair value of each class of financial instruments for which it is
practicable to estimate that value:

Accounts receivable associated with provisionally priced sales: Fair value of copper is based on published forward prices and fair
value of molybdenum is based on year-end market prices.

Short-term investments: Duc 1o the short term nature of the investments, current value is deemed 10 approximate fair value.

Long-term debt: Fair value is based on quoted market prices except for the Mitsui loan which is based on the present value of the: cash
flow discounted at 9% which is the Company’s weighted average capital cost.

NOTE 18-CONCENTRATION OF RISK:

The Company operates four copper open-pit mines, five underground poly metal mines. three smelters and eight refineries in Peru and
Mexico and substantially all of its assets are located in these countries. There can be no assurances that the Company’s operaticns and
assets that are subject 1o the jurisdiction of the governments of Peru and Mexico will not be adversely affected by future actions of
such governments. Much of the Company’s products are exported from Peru and Mexico to customers principally in United States,
Europe, Asia and South America.

Financial instruments, which potentially subject the Company to a conceniration of credit risk, consist primarily of cash and cash
equivalents, short-term investments and trade accounts receivable.

The Company invests or maintains available cash with various banks, principally in the United States, Mexico. Europe and Pera, or in
commercial papers of highly-rated companies. As part of its cosh management process, the Company regularly monitors the relative
credit standing of these institutions. At December 31, 2607, SCC had invested its cash equivalents as follows:

% invested in une

Couniry % of 10tal cash fnstitution "
Abroad 547 % 08%.
Peru 32.4% 31.7%

Mexico 2.9% 5154




During the normal course of business, the Company provides credit 1o its customers. Although the receivables resulting from these
transactions are not collateralized, the Company has not experienced significant problems with the collection of receivables.

The Company is exposed to credit loss in cases where the financial institutions with which it has entered into derivative transactions
(commadity, foreign exchange and currency/interest rate swaps} are unable to pay when they owe funds as a result of protection
agreements with them. To minimize the risk of such losses, the Company only uses highly-rated financial institutions that meet certain
requirements. The Company alse periodically reviews the creditworthiness of these institutions to ensure that they are maintaining
their ratings. The Company does not anticipate that any of the financial institutions will default on their obligations.

The Company's five largest trade receivable balances accounted for 45.4%, 39.5% and 40.9% of the trade accounts receivable at
December 31, 2007, 2006 and 2003, respectively, of which one customer represented approximately 22.4%, 10.9% and 14.6%,
respectively, of our Irade accounls receivable,

NOTE 19-RELATED PARTY TRANSACTIONS:

Balances receivable and pavable with affiliated companies are shown below (in millions):

As of Devember 31,
2007 2006
Affiliate receivable: X
Grupe Mexico 5.A.B de C.V. and affiliates - 5 L5 —
Mexico Proyectos y Desarrollos 5.A. de C.V. and affiliates — 2.6
Other i 0.1 —

Affiliate payable:

Grupo Mexico S.A.B. de C.V. and affiliates $ 305 04

Ferrocarril Mexicano, S.A. de C.V. 0.9 32

Other i — —
$ 3.9 % 3.6

The Company has entered into certain transactions in the ordinary course of business with parties that are controlling shareholders or
their affiliates. These transactions include the lease of office space, air transportation and construction services and preducis and
services relating to mining and refining. The Company lends and borrows tunds among affiliates for acquisitions and other corporate
purposes. These financial trensactions bear imterest and are subject to review and approval by senior management, as are all related
party transactions. It is our policy that the Audit Committee of the Board of Directors shall review all related party transactions. The
Company is prohibited from entering or continuing a material related panty transaction that has not been reviewed and approved or
ratified by the Audit Committee.

The Company sold to Asarco LLC (Asarco), an affiliate of Grupo Mexico, $0.3 million and $11.6 million of me1al products in 2006
and 2005, respectively, and purchased metal products from Asarco for $1.1 million in 2005. In addition, the Company paid $2.5
miklion to Asarco in 2005 for telling services, There were no sales in 2007 or purchases of metal products and 1olling services from
Asarco in 2007 and 2006.
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Grupo Mexico, the Company's ultimate parent and the majority indirect stockholder of the Company. and its affiliates provide various
services to the Company. These services are principally related to uccounting, legal. tax, financial. treasury, human resources, price
risk assessment and hedging, purchasing, procurement and logistics, sales and administrative and other support services, The
Company pays to Grupo Mexico Servicios §.A de C.V., a subsidiary of Grupo Mexico for these services. The iotal amount paid by
the Company to Grupo Mexico Servicios S.A. de C.V. for such services in each of the years 2007, 2006 and 2005 was $13.8 million.
The Company expects to continue to pay for these services in the future, .
The Company paid $0.5 miltion in 2005 in interest expenses related to borrowings from Grupo Mexico. There were no berrowings
from Grupo Mexico in 2007 and 2006.

The Company’s Mexican operations paid fees of $11.0 million, $17.2 million and $21.0 million in 2007, 2006 and 2005, respectively,
primarily for freight services provided by Ferrocarril Mexicano, S.A. de C.V., a subsidiary of Grupo Mexico.

In addition, the Company's Mexican operations paid $14.5 million, $29.8 million and $29.8 million in 2007, 2006 and 2005,
respectively, for construction services provided by Mexico Constructora [ndustrial $.A. de C.V., an indirect subsidiary of Grupo
Mexico.

The Larrea family controls a majority of the capital stock of Grupo Mexico, and has extensive interests in other businesses, inchiding
ol drilling services, construction, aviation. and reai estate. The Company eagages in certain transactions in the ordinary course ¢f
business with other entities controlled by the Larrea family relating to mining and refining services, the lease of office space, and air
transportation and construction services. [n connection with this, the Company paid fees of $2.5 million, $5.5 million and $3.7 million
in 2007, 2006 and 2005, respectively, for maintenance services and sale of vehicles provided by Mexico Compafia de Productos
Automotrices, 5.A. de C.V., a company controlled by the Larrea family. Also, in 2007, the Company paid fees of $0.8 million for
drilling services provided by Perforadora Mexico, S.A de C.V, a company controlled by the Larrea family. Additionally, in the third
quarter of 2006, one of our Mexican subsidiaries provided a short-term interest bearing loan of $10.6 million to Mexice Transportes
Aereos, S.A. de C.V. (“MexTransport™) for the purchase of an airplane, which was paid in the first quarter of 2007. MexTransport, 3
company conirolled by the Larrea family, provides aviation services to our Mexican operations. Qur Mexican subsidiaries have
provided a guaranty for a new $10.8 million loan obtained by MexTransport. The guaranty provided to MexTranspont is backed up by
the transport services provided by MexTransport to the Company’s Mexican subsidiaries. The Company patd fees of $1.2 million in
2007 10 MexTransport for aviation services.

The Company purchased $6.3 miltion, $4.9 mitlion and $3.3 million in 2007, 2006 and 2005, respectively, of industrial materials from
Higher Technology 5.A.C in which Mr. Carlos Gonzalez has a proprictary interest. The Company paid fees of $0.7 million. $0.6
million and $0.7 million in 2007, 2006 and 2005, respectively, for maintenance services provided by Servicios y Fabricaciones
Mecanicas 8.A.C., a company in which Mr. Carlos Gonzalez has a proprietary interest. ‘The Company also paid fees of $0.1 milion in
2005
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for contractor services provided by GPC Ingenieria §.A. de C.V., a company in which Mr. Carlos Gonzalez has a proprietary interest.
Mr. Carlos Gonzalez is the son of SCC’s Chief Exccutive Officer.

The Company purchased $0.7 million, $0.5 million and $0.2 million in 2007, 2006 and 2005, respectively, of industrial material from
Sempertrans France Belting Technology, in which Mr. Alejandro Gonzalez is employed as a sales representative. Also, the Company
purchased $0.3 million in 2007 of industrial material from PIGOBA, S.A. de C.V., a company in which Mr. Alejandre Gonzales has a
proprietary interest. Mr, Alejandro Gonzalez is the son of SCC's Chief Executive Officer.

The Company purchased $3.6 million, $4.6 million and $3.0 million in 2007, 2006 and 2003, respectively, of industrial material and
services from Breaker, S.A. de C.V., a company in which Mr. Jorge Gonzalez has a proprietary interest, Mr. Jorge Gonzales is the
son-in-law of SCC’s Chief Executive Officer.

The former holders of the Company's Class A common stock until June 2005 and their affiliates purchased copper and other products
from the Company from time to time at prices determined by reference to the LME and COMEX market price for copper and
published prices for other products, if available. These purchases were $15.2 million in 2005.

See also the disclosure on the acquisition of Minera Mexico in Note 1.
It is anticipated that in the future the Company will enter into similar transactions with the same parties.
NOTE 20-SEGMENT AND RELATED INFORMATION:

Company managemenl views Southern Copper as having three operating segments and manages on the basis of these segments. The
significant increase in the price of molybdenum over the past three years has had an important impact on the Company’s eamings.
Nevertheless, the Company continues to manage its operations on the basis of the three copper segments. Each of its segments report
independently to the Chief Operating Officer and he focuses on operating inceme as a measure of performance to evaluate different
segments, and to make decisions to allocate resources to the reported segments.

The three segments identified are groups of mines with the similar economic characteristics, type of products, processes and support
facilities, similar regulatory environments, similar employee bargaining contracts and similar currency risks. [n addition, each mine
within the individual group eamns revenues from similar type of customers for their products and services and each group incurs
expenses independently, including commercial transactions between groups.

Intersegment sales are based on arms-length prices at the time of sale. These may not be reflective of actual prices realized by the
Company due to various factors, including additional processing, timing of sales to outside customers and transportution cost. Added
to the segment information is information regarding the Company’s molybdenum sales. The segments identified by the Company are:
1. Peruvian operations, which includes the Toguepala and Cuajone mine complexes and the smelting and refining plants, industrial

railroad and port facilitiecs which service both mines.
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2. Mexican open pit operations, which includes La Caridad and Cananca mine complexes and the smelting and refining plants and
support facilities which service both mines.

3. Mexican underground mining operations. which includes five underground mines that produce zinc, copper, silver and gold, 1.
coal mine, which produces coal and coke, and several industrial processing facilities for zinc and copper. This group is identified
as the IMMSA unit.

The Peruvian operations include two open pit copper mines whose mineral output is transported by rail to Tlo, Peru where it is
processed at the Company’s Ho smelter and refinery, without distinguishing between the products of the two mings. The resulting
product, anodes and refined copper, are then shipped to customers throughout the world. These shipmeats are recorded as revenue of
the Company's Peruvian mines. The Mexican open pit segment includes two copper mines whose mineral output is processed in tae
same smelter and refinery without distinguishing between the products of the two mines. The resultant product, anodes and refined
copper, are then shipped 10 customers throughout the world. These shipments are recorded as revenues of the Company’s Mexican
open pit mines.

The Company has determined that it is necessary to classify the Peruvian Open Pit operations as a separate operating segment from
the Mexican Open Pit operations due to the very distinct regulatory and political environments in which they operate. The Company’s
Chiel Operating Officer must consider the operations in each country separately when analyzing results of the Company and making
key decisions. The open pit mines in Peru must comply with stricter environmental rules and must continually deal with a politic:l
ciimate that has a very distinct vision of the mining industry as compared to Mexico. In addition. the collective bargaining agreement
contracts are negotiated very distinctly in each of the two countries. These key differences resull in the Company taking varying
decisions with regards to the two countries.

The IMMSA segmeni includes five mines whose minerals are processed in the same smelter and refinery. This segment also includes
a coal underground mine. Sales of product from this segment are recorded as revenues of the Company's IMMSA unit. While the:
Mexican underground mines are subject to a very similar regulatory environment of the Mexican open pit mines, the nature of th:
products and processes of two Mexican operations vary distinctly. These differences cause the Company's Chief Operating Officer to
take a very differem approach when analyzing results and making decisions regarding the two Mexican operations.

Financial information is regularly prepared for each of the three segments and the results of the Company's operations are regularly
reported to the Chief Operating Officer on the segment basis. The Chief Operating Officer of the Company focuses on eperaling,
income and on total assets as measures of performance to evaluate differem segments and to make decisions to allocate resources to
the reported segments. These are common measures in the mining industry,
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Financial information relating to Company’s segments is as follows:

Year Ended, December 31, 2007

{in millions)
Mexican Corporate
Mexican IMMSA Peruvian und other Tolal
Open Pit Unit Operations Hminuti Consofidated

Net sales outside of segments $ 1981t § 5917 % 35129 § — 5 6,085.7
Intersegment sales 2440 89.0 — (333.0) —
Cost of sales (exclusive of depreciation, amortization

and depletion}) 7359 361.7 1,365.2 (340.6) 2,122,2
Selling, general and administrative 37.0 252 39.8 4.0} 98.0
Depreciation, amortization and depletion 176.8 373 1148 3.0 3279
Exploration 4.7 10.1 254 — 40.2
Operating income $ 12707 5 2464 § 19717 % 8.6 3,4974
Less: (26.0)

Interest, net (16.6)

Loss on debt prepayment (73.7)

Loss on derivative instruments 30.8

QOther income {expense) - (1,185.3)

[ncome taxes {10.2)

Minority interest § 22164
Net earnings
Capital expenditures 3 1324 % 265 % 1272 % 206 3 315.7
Property, net $ 16052 3 2485 % 1,654.8 § 508 % 3,568.3
Total assets $ 28414 §$ 500.2 % 3,306.2-% (157.2)% 6,580.6
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Year Ended, December 3t, 2006

{in millions)
Muxican Corporate
Mexican IMMSA Peruvian and other Total
Open Pit Unit Operations Hminati Consolidat xd

Net sales outside of segments $ 1,679.1 5983 % 3,1828 § — § 54602
Intersegment sales 308.0 104.2 326 (444.8) —
Cost of sales {exclusive of depreciation, amortization N

and depletion) 867.8 3459 1,247.4 (441.3) 2,019.8
Selling, general and adminisirative 37.5 238 36.0 (9.0) 38.3
Depreciation, amortization and depletion 160.2 28.2 86.4 0.3 275.1
Exploration 1.8 7.3 13.6 — 2.7
Operating income $ 919.8 § 297.3 § 1,832.0 § 5.2 30543
Less: | "

Interest, net {35.3)

Loss on derivative instruments f11.6)

Loss on debt prepayment (1.1}

Other income (expense) ] 0.3)

Income taxes (959.1)

Minority interest . 9.3)
Net earnings 3 20376
Capital expenditures $ 157.2 § 453 § 2533 % — 8 455.8
Property, net $ 1,587.5 % 2689 $ 1,632.1 § 4458 & 3,538.3
Total assets $ 26248 % 6587 § 32249 3 (132008 6,376.4
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Year Ended, Decetnbet 31, 2005

{in millions)
Cuorpurate
Mexican Mexican Peruvian and other Total
Open Pit IMMSA Unit Operativns climinations Combined
Net sales outside of segments $ 16674 § 2614 § 2,599 % — § 4,089.1
Intersegment sales 90.9 186.9 7.8 (285.6) —
Cost of sales (exclusive of depreciation, amortization !
and depletion) 836.6 330.8 756.0 (288.0) 1,635.4
Selling, general and administrative 37.1 19.4 34.0 ©4) 81.1
Depreciation, amortization and depletion 176.7 24.0 76.5 -—_ 277.2
Exploration 38 1.7 12,9 — 244
Operating income $ 704.1 668 $ 1,2883 §$ i1.8 2010
Less: .
Interest, net {55.6)
Gain on derivative instruments 1.1
Loss on debt prepayment (10.6)
Other income (expense) (3.6)
Taxes on income (589.7)
Minority interest (12.5)
Net earnings $ 1,400.1
Capital expenditures 5 1045 % 442 % 3219 % — 5 470.6
Property, net 5 1,5593 % 2701 § 1,468.7 $ 280 % 3,326.1
Total assets $ 25383 § 5189 % 33336 % {703.2)$ 5,687.6
Sales value per segment:
Year Ended, December 31, 2007
Mexican Mexican Peruvian Intersegment Total
(in millions} Open Pit IMMSA Unil Opcrations Elimination Consalidated
Copper $ 1,696.0 $ 1040 % 26778 § (249.0)% 42288
Molybdenuin ' 435.2 - 650.5 — 1.085.7
Other 93.9 376.6 184.6 (83.9) 771.2
Total 3 2.225.1 § 680.6 § 35129 § (332.9)% 6,085.7
Year Ended, December 31, 2006
Mexican Mexican Peruvian Intersegment Total
(in millions} Open Pit IMMSA Unit Operations Elimination Consolidated
Copper 5 1,7489 § 1247 % (25950 % (3214)% 4,147.2
Molybdenum 125.3 - 449.7 575.0
Other 112.9 577.8 170.7 (123.4) 738.0
Total § 1.987.1 $ 7025 § 32154 § (444,813 5.,460.2
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Yeur Ended, December 31, 2005

Mexican Mexican Peruvian Intersegment Total
{in millions) Open Pit IMMSA Unit Onerations Eliminati Combiped
Copper $ 13103 % 1342 % ) 14675 § (196.5) % 2,7:;5.5
Molybdenum 271.0 — 655.5 — 916.5
Other 177.0 314.5 447 (89.1) 447.1
Total 3 1.758.3 § 448.7 & 2,1677 $ (285.6) % 4,039.1
NET SALES AND GEOGRAPHICAL INFORMATION:
Nelt sales to respective countries were as {ollows:

. Year ended December 31,

(in miltions) 3007 2006 2005
United States $ 1,553.2 % 1,7475 % Li94.2
Europe 1,491.7 1,711.6 #237
Mexico 1,189.3 1,0047 030.9
Peru ] 152.1 155.2 720
Latin America, excluding Mexico and Peru 1,133.7 639.4 !371.7
Australia S — o33
Asia 554.8 368.1 i216.8
Derivative instruments 10.9 (276.3) (23.5)
Total $ 6,085.7 § 54602 § 4.089.1

PROVISIONAL SALES PRICE:

At December 31, 2007, the Company has recorded provisionally priced sales of 165.9 million pounds of copper, at a forward average
price of $3.03 per pound. Alse, the Company has recorded provisionally priced sales of 4.7 million pounds of molybdenum at the
year-end market price of $32.38 per pound. These sales are subject to final pricing based on the average monthly LME and COMEX
copper prices and Dealer Oxide molybdenum prices in the future month of settlement.

Following are the provisionally priced copper and molybdenum sales outstanding at December 31, 2007

Pounds
of copper Priced ot Month of settlement
(millons) )
63.6 3.019313 January 2608
245 3.027922 February 2008
152 3.028247 March 2008
14.2 3.031464 April 2008
226 3.032160 May 2008
20.1 3.034080 June 2008
5.7 3.034990 July 2008
165.9 3.026520 Total
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-

Pounds
of molybdenuim Murket price Monib of settlement
{millions) .
1.9 32.375 January 2008
17 32375 February 2008
1.1 32.375 March 2008
4.7 32.375 Total

Provisional sales price adjustments included in accounts receivable and net sales were as follows at December 31 (in millions):

As of December 31,

' . 2007 2006 )
Copper $ @02)% (47.3)
Molybdenum ) — (11.5)
Total $ 402§ {58.8)

During the month of January 2008, the market price of copper and molybdenum increased. The effect of these changes on 2007 sales
settling in January 2008 was an increase of $3.3 million in sales. Additionally, forward prices for copper as of January 31, 2008 also
increased; the effect of this increase on 2007 open sales settling after January 2008 would be an increase of $33.2 million in szles.

LONG-TERM SALES CONTRACTS: !
The following are the significant outstanding long-ierm contracts:

Under the terms of a forward sales contract with Cumerio Belgium, formerly Union Miniére, as amended, the Company is required to
supply Cumerio Belgium, through its agent, S.A. SOGEM N.V., with 18,000 1ons of blister copper during 2008 and 13,800 tons of
blister during 2009, The price of the copper contained in blister supplied under the contract is determined based on the LME monthly
average setilement price, less a refining allowance, which is negotiated anaually.

Under the terms of a sales contract with Mitsui Bussan Metals Sales Co., an affiliate of Mitsui & Co. Ltd. (“Mitsui™), the Company is
required 1o supply Mitsui with 48,000 tons of copper cathodes annually through 2013, It the shipment destination is Asia, the pricing
of the cathodes is based upon the LME menthly average settlement price. However, if the destination of shipments is the United
States, the pricing of the cathodes is based upon the COMEX monthly average settlement price plus a producer premium, which is
agreed upon annuaty based on world market terms. 90,000 tons related 1o 3 prior contract (period 1994-2000) will be supplied as
follows: 48,000 in 2014 and 42,000 in Z015.

¢
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NOTE 21-QUARTERLY DATA (unaudited)
(in millions, except per share data)

2007
L st 2nd Ird 41h Yenr
Net sales % 1383 5 1.8265 §. 16064 % 1,2945 § 6,485.7
Gross Profit , $ 8916 § 1.2642 § L0466 $ 7611 S 3.963.5
Operating income $ 874§ 1,1452 §. 9338 § 6310 § 34974
Net eamings $ 5517 § 7260 % 6278 § 3109 § 22164
Net earnings per share: _ "
~ Basic and diluted $ 187 § 247 213 s 106 8 753,
Dividend per share $ | 71V I T 11 . .60 § 00 5 56.80
2606
) 15t Ind 3rd 4th Year
Net sales $ L1213 % 11,2767 § 14122 % 16500 % 5,4160.2
Gross Profit $ 744 $ 7549 % 902.9 % 10682 § 34404
Operating income .85 6327 % _ (6490 § 8458 9681 §. 311843
Net eamings 5 216§ 4393 § 5216 % ©655.1 8 2376,
Net earnings per share: B A u i
" Basic and diluted $ 143§ 14 8 177§ 223§ 6.92
Dividend per share $ 138§ 138 § 100§ 137 543

All the per share amounts prior 10 3rd quarter 2006 kad been restated to reflect the common stock split.
NOTE 22—-SUBSEQUENT EVENTS

On January 24, 2008, a dividend of $1.40 per share was announced, totaling $412.3 million and to be paid on February 29, 2008 to
shareholders of record as of February 12, 2008. Our dividend policy contirues to be reviewed at Board of Directors' meetings, taking
into consideration the cash position, the current capital investment program and expected future cash flow generated from operalions.

On January 29, 2008, the Company annouticed an up to $300 million share repurchase program authorized by the Board of Directors.
Under this program the Company may purchase shares from time to time, based on market conditions and other factors. The
repurchased program has no expiration date and may be modified or discontinued at any time. Any shares acquired will be available
for general corporate purposes.

OTHER COMPANY INFORMATION:
ANNUAL MEETING

The annual stockholders meeting of Southern Copper Corporation will be held on Thursday, April 24, 2008 at 9:00 am, Mexico City
time, at Edificio Parque Reforma, Campos Eliseos No. 400, 12th Floor, Cclonia Lomas de Chapultepec, Mexico City, Mexico.
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TRANSFER AGENT, REGISTRAR AND STOCKHOLDERS SERVICES

The Bank of New York Mellon Corporatien (BONY)
Shareowner Services

480 Washington Boulevard

Jersey City, NJ 07310-1900-0286

Phone: (800)524-4458

DIVIDEND REINVESTMENT PROGRAM

SCC swockholders can have their dividends automatically reinvested in SCC common shares. SCC pays all administrative and
brokerage fees. This plan is administered by The Bank of New York Mellon Corporation. For more information, contact The Bank of
New York Mellon Corporation at (800)524-4458,

STOCK EXCHANGE LISTING

The principal markets for $CC's Common Stock are the NYSE and the Lima Stock Exchange. SCC’s Common Stock symbot is PCU
on both the NYSE and the Lima Stock Exchange.

OTHER SECURITIES

The Branch in Peru has issued, in accordance with Peruvian Law, “investment shares” {formerly named labor shares) that are quoted
on the Lima Stock Exchange under symbols $-| and S-2. Transfer Agent, registrar and stockholders services are provided by Banco
de Credito del Peru, Avenida Centenario 156, La Molira, Lima 12, Peru.

Telephone (51-1) 348-5999, Fax (51-1)349-0592.

OTHER CORPORATE INFORMATION

For other information on the Company or o obtain, free of charge, additional copies of the Annual Report on Form 10-K, contact the
[nvestor Relations Department at:

11811 North Tatum Blvd. Suite 2500, Phoenix, Az. 85028, USA

Telephone: (602)494-5328

SOUTHERN COPPER CORPORATION

11811 North Tatum Blvd. Suite 2500, Phoenix, Az. 85028, USA

Telephone: (602)494-5328, Fax: (602)494-5317

NYSE Symbel: PCU

Avenida Caminos del Inca 171, Chacarilla del Estangue, Santiago de Surco, Lima 33 — Peru.
Telephone: (51-1)512-0440, Ext. 3354

Lima Stock Exchange Symbol: PCU

Edificio Parque Reforma, Campos Eliseos No. 400, 12th Floor, Col. Lomas de Chapultepec, Mexice City, Mexico
Telephone: (52-55) 1103-5320 -

Web Page: www.southerncoppercorp.com
Email address: southerncopper @southernperu.com.pe
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CERTIFICATION REQUIRED BY THE NEW YORK STOCK EXCHANGE

The Company has filed with the New York Stock Exchange (“NYSE™) the 2007 certification that the Chief Executive Officer is
unaware of any violation of the corporate governance standards of the NYSE. The Company has also filed with the Securities and
Exchange Commission ("SEC”) the cenifications required under Section 302 of the Sarbanes-Oxley Act of 2002, as exhibits to the
2006 Annual Report on Form 10-K. The Company anticipates filing, on a timely basis, the 2008 NYSE centification and is filing the
Section 302 centifications as exhibits to this Annual Report on Form 10-K.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Southern Copper Corporation:

In our opinion, the consolidated combined financial statements listed in the index appearing under ltem 15¢a)(1), present fairly, in all
material respects, the financial position of Southern Copper Corporation and its subsidiaries at December 31, 2007 and December 31,
2006, and the results of their operations and their cash flows for cach of the three years in the period ended December 31, 2007 in
conformity with accounting principles generally accepted in the United States of America. In addition, in our opinion, the financial
statement schedule appearing under Item 15 presents fairly, in all material respects. the information set forth therein when read in
conjunction with the related consolidated financial statements. Also in our opinion, the Company maintained, in all material respects,
effective internal control over financial reporting as of December 31, 2007, based on criteria established in Internal Control -
Integrated Framework issued by the Committee of $ponsoring Organizations of the Treadway Commission (COS0O). The Company’s
management is responsible for these financial statenrents and financial-statement schedules, for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, “Management’s Report
on Internal Control over Financial Reporting™ appearing on Item 9A. Our responsibility is to express opinions on these financial
statements, on the financial statement schedules. and on the Company’s internal control over financial reporting based on our
integrated audits. We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement and whether effective internal control over financial reporting was maintained in
all material respects. Qur audits of the financial statements included examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation.

Our audit of internal control over financial reporting incleded obtaining an understanding of internal control over financial reporting,
assessing the risk that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control
based on the assessed risk. Our audits also included performing such other procedures as we considered necessary in the
circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed Lo provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for extemal purposes in accordance with generally accepted accounting
principles. A company's internal contrel over financial reporting includes those pelicies and procedures that (i) pertain (o the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the
company: (ii) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in
accordance with authorizations of management and directors of the company; and (iii) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect
on the financial
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statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projictions
of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate,

PricewaterhouseCoopers S.C. . .
Mexico, D.F.
February 29, 2008
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

None

Item 9A, Controls and Procedures

As of December 31, 2007, the Company conducted an avaluation under the supervision and with the participation of the Company's
Disclosure Committee and the Company's management, including the Chief Executive Officer and Chief Financial Officer, of the
effectiveness and the design and operation of the Company’s disclosure controls and procedures. Based on that evaluation, the Chief
Executive Officer and the Chief Financial Officer have concluded that the Company’s disclosure controls and procedures are effective
as of December 31, 2007, to ensure that information required to be disclosed in reports filed or submitted under the Exchange Act is:

1. recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and
o

2. accumulated and communicated to management, including the Chief Executive Officer and Chief Financial Officer, as
appropriate, to allow timely decisions regarding required disclosure.

CHANGES [N INTERNAL CONTROL OVER FINANCIAL REPORTIN

There was no change in the Company’s internal control over financial reporting (as such term is defined in Rules 13a-15(f) and 15d-
15(f) under the Securities Exchange Act of 1934, as amended) that occurred during the quarter ended December 31, 2007 that has
materially affected, or is reasonably likely to materially affect, the Company's internal controls over financial reporting. :

MANAGEMENT'S REPORT ON INTERNAL TROL OVER FI 1AL REPORTI

Management is responsible for establishing and maintaining adequate internal control over financial reporting (as defined in Exchange
Act Rules 13a-15() and 15d-15(f)) for the Company. Under the supervision and with the participation of management, including the
Company's principal executive officer and principal financial officer, the Company conducted an evaluation of the effectiveness of its
internal control over financial reporting based on the framework in Inicrmal Control-Integrated Framework issued by the Committee of
Sponsoring Organization of the Treadway Commission. Based on the evaluation made under this framework, management concluded
that as of December 31, 2007 such internal control over financial reporting is effective.

Because of its inherent limitations, internal control over financial reporting, may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness for future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with policies or procedures may deteriorate.

Our management's assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31,

2007 has been audited by PricewaterhouseCoopers, an independent registered public accounting firm, as stated in their report which
appears herein.

Item 9B, Qther Information
None
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ltem 10, 11, 12 4,

Reference is made to the Section captioned “Executive Officers of the Registrant™ on pages 71 to 72. Information in response to the
disclosure requirements specified by Part III, Ttems 10, 11, 12, 13, and 14 will be included in a definitive proxy statemnent, which will
be filed pursuant 1o Regulation 14A of the 1934 Securities Exchange Act, as amended, prior 1o April 24, 2008 or will be prcvided by
amendment to this Form 10-K, also to be filed no later than April 30, 2008,

The information contained in such definitive proxy statement is incorporated herein by reference.
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PART [V

Item 15, Exhibits, Financial Statement Schedules

{A) The following documents are filed as part of this report:

1. Financial Statements

The following financial statements of Southern Copper Corporation and its subsidiaries are included at the indicated pages of
the document as stated below:

Form 10-K
Pages
Consolidated combined staternent of earnings for the years ended December 31, 2007, 2006 and 2005 | 109
Consolidated balance sheet at December 31, 2007 and 2006 oo
Consolidated combined statement of cash flows for the years ended December 31, 2007, 2006 and 2005 111-112
Consolidated combined statement of changes in stockholders’ equity for the years ended December 31, 2007,

2006 and 2005 113-114
Notes to the consolidated combined financial statements 115-168
Reports of Independent Registered Public Accounting Firm ' 169-170

2. Exhibits:
1.1 (a) Amended and Restated Centificate of Incorporation, filed on Qclober 11, 2005.
(b) Certificate of Amendment of Amended and Restated Certificate of incorporation (dated May 2, 2006).
3.2 By-Laws. (as amended on April 26, 2007).
4.1 () Registration Rights Agreement, dated as of July 27, 2005, by and between Southern Copper Corporation, Citigroup
Global Markets Inc. and UBS Securities LLC.
(b) Registration Rights Agreement. dated as of May 9, 2006, by and between Southern Copper Corporation and
Citigroup Global Markets, Inc. as Representatives of the Initial Purchasers.
42 Indenture goveming U.5.$200.000,000 6.375% Notes due 2015, by and between Southern Copper Corporation, The
Bank of New York and The Bank of New York {Luxembourg) 5.A.
43 (a) Indenture govemning U.$.3600,000,000 7.500% Notes due 2035, by and between Southern Copper Corporation, The
Bank of New York and The Bank of New York {Luxembourg) 5.A.
(b) Indenture governing U.S.$400,000,000 7.500% Notes due 2035, by and between Southern Copper Corporation, The
Bunk of New York and the Bank of New York (Luxembourg) S, A.
4.4  Fomm of 6.375% Note (included in Exhibit 4.2).
4.5 Form of New 7.500% Note (included in Exhibit 4.3 (a)).
4.6 Form of New 7.500% Note (included in Exhibit 4.3 (b)).
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10.1

10.2
10.3

10.4

10.5

2.1

211

31

32.1

322

Tax Stability Agreement, dated August 8, 1994, between the Government of Peru and the Company regarding SX/EW
facility (and English translation). .

Incentive Compensation Plan of the Company.
Form of Directors Stock Award Plan of the Company.

Service Agreement entered into by the Company with a subsidiary of Grupo Mexico S.A.B. de C.V., assigned upon
the same terms and conditions to Grupo Mexico $.A.B. de C.V. in February 2004.

Agreement and Plan of Merger, dated as of October 21, 2004, by and among Southern Copper Corporation, SCC
Merger Sub, Inc., Americas Sales Company, Inc., Americas Mining Corporation and Minera Mexico S.A. de C.V.

Computation of financial ratios.

Code of Business Conduct and Ethics adopted by the Board of Directors on May 8, 2003 and amended by the Board of
Directors on October 21, 2004,

Subsidiaries of the Company.
Centification required by Section 302 of the Sarbanes-Oxley Act of 2002.
Centification required by Section 302 of the Sarbanes-Oxley Act of 2002.

Certification required by Section 906 of the Sarbanes-Oxley Act of 2002. This document s being furnished in
accordunce with SEC Release No, 33-8328,

Certification required by Section 906 of the Sarbanes-Oxley Act of 2002. This document is being furnished in
accordance with SEC Release No. 33-8328.

The exhibits Listed as 10.2 through 10.5 above are the management contracts of compensatory plans or arrangements required (o be
filed pursuant to Item 15{(c) of Form 10-K.
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Schedule 11
Valuation and Qualifying Accounts and Reserves
(in mitlions)

AddRions
Balance at Charged to Balance at
beginning costs and end of

o L L N of period expenses Other Deduction period .
Reserve deducted in balance sheet to which applicable; | - ] i
Accounts Recejvable: L ) - ) .
5007 T 60 L — 1.4 46,
2006 il o 3.7 0.3 — —_ 6.0
Ba0s T 2.4 0.4 — 3 57,
Supplies: _ e . :
2007 e _211 3.0 — 03 304
2006 ) o o 234 4.6 03 217
205 0000 o 215 33 .4 234
Notes issued underpar: . . L . B )
Boo7_ — [ (2 — - 02 167,
2006 B e 6.2 10.8 — 02 169
2003 [ i . — 6.3 —_— 0.1 6.2
Defomed TaxAwsetss. . ... . o
2007 L L o L= ) — — —
008 ] P — — 2 -
2005 334 478 — —_ 81.2
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SIGNATURES )

Pursuant to the requirements of Section 13 or 15{d) of the Securities Exchange Act of 1934, as amended, the Registrant has duly
caused his Report on Form 10-K to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: February 26, 2008

SOUTHERN COPPER CORPORATION
(Registrant)

By: /s Oscar Gonzalez Rocha

Qscar Gonzalez Racha
President and Chief Executive Officer

Pursuant 1o requirements of the Securities Exchange Act of 1934, this Repon on Form 10-K has been signed below by the following

/s/ German Larrea Mota-Velasco

German Larrea Mota-Velasco

/s/ Oscar Gonzalez Rocha

Oscar Gonzalez Rocha

/s/ Genaro Guerrero

Genaro Guerrero

/s/Jose N. Chirinos Fano

Jose N. Chirinos Fano

/s/ German Larrea Mota-Velasco

. persons on behalf of the Registrant and in the capacities and on the dates indicated.

Chairman of the Board, and Director
President, Chief Executive Officer and Director
Vice President, Finance, Chief Financial Officer

(principal financial officer)

Comptroller (principal Accounting Officer)

DIRECTORS

s/ Harold S. Handelsman

German Larrea Mota-Velasco

/s/ Emilio Carrillo Gamboa

Harold S. Handelsman

s/ Genitro Larrea Mota-Velasco

Emilio Carrillo Gamboa

/s! Alfredo Casar Perez

Genaro Larre2 Mota-Velasco

/st Armando Ortega Gomez,

Alfredo Casar Perez

fs! Jaime Collazo Gonzalez

Armando Ortega Gomez

/sf L. Miguel Palomino Bonilla

Jaime Collazo Gonzalez

s/ Xavier Garcia de Quevedo

L. Miguel Palomino Bonilla

s/ Gilberto Perezalonso Cifuentes

Xavier Garcia de Quevedo

/sf Alberto De la Parra Zavala

Gilberto Perezalonso Cifuentes

s/ Juan Rebolledo Gout

Alberto De la Parra Zavala

/5! Oscar Gonzalez Rocha

Juan Rebolledo Gout

Jst Carlos Ruiz Sicristan

Oscar Gonzalez Rocha

Date: February 26. 2008

Carlos Ruiz Sacristan
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Sequentiz!
Exhibit

Nomber

31

32

4.1

4.2

4.3

4.4

4.5

Southern Copper Corporation
Exhibit Index

Document Description

(a) Amended and Restated Centificate of Incorporation, filed on October 1 1. 2005. (Filed as Exhibit 3.1 10
the Company’s 2005 3" quarter Quarterly Report on Form 10-Q and incorporated herein by reference)
{(b) Certificate of Amendment of Amended and Restated Certificate of Incorporation (dated May 2, 2006).
(Filed as Exhibit 3.1 to Registration Statement on Form §-4, File No. 333-135170) filed on June 20, 2006
and incorporated herein by reference)

By-Laws, as amended on April 26, 2007. (Filed as Exhibit 3.2 to Quarterly Report on Form 10-Q fer the
first quarter of 2007 and incorporated herein by reference)

{2) Registration Rights Agreement, dated as of July 27, 2003, by and between Southern Copper Corporation,
Citigroup Global Markets Inc. and UBS Securities LLC (Filed as Exhibit 4.1 o Registration Statement on
Form $-4, File No. 33-129287 filed on October 28, 2005 und incorporated herein by reference)

{b) Registration Rights Agreement, dated as of May 9, 2006, by and between Southern Copper Corporation
and Citigroup Global Markets Inc. as Representative of the [nitial Purchasers. Filed as Exhibil 4.1 to
Registration Statement on Form S-4, File No. 333-135170 filed on June 20, 2006 and incorporated herein by
reference)

Indenture governing U.S.$200.000.000 6.375% Notes due 2015, by and between Southern Copper
Corporation, The Bank of New York and The Bank of New York {Luxembourg) S.A. {(Filed as Exhibit 4.1
to the Company's Current Report on Form 8-K. filed on August 1. 2005 and incorporated by reference)

{2} Indenture governing U.5.$600,000.000 7.500% Notes due 2035, by and between Southern Copper
Corporation, The Bank of New York und The Bank of New York (Luxembourg) S.A. (Filed as Exhibit 4.2
to the Company’s Current Report on Form 8-K, filed on August 1, 2005 and incorporated herein by
reference) (b) Indenture governing $400,000,000 7.500% Nowes due 2035, by and between Southern Copper
Corporation, The Bank of new York, The Bank of New York (Luxembourg) S.A. (Filed as Exhibit 4.1 to the
Company’s Current Report on Form 8-K, filed on August 1, 2005 and incorporated herein by reference)

Form of 6.375% Note (included in exhibit 4.2)
Form of New 7.500% Note (included in Exhibit 4.3{a))
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4.6

10.1

10.2

10.3

10.5

14.0

213
311
312

32.1

322

Form of New 7.500% Note (included in Exhibit 4.3(b))

Tax Stability Agreement, dated August 8, 1994, between the Government of Peru and the Company
regarding SX/EW facility (and English translation) (incorporated by reference to Exhibit 10.3 to the
Company’s Registration Statement on Form 5-4, as amended by Amendments No. 1 and 2 thereto, File
No. 33-97790) .

Incentive Compensation Plan of the Company (Filed as Exhibit 10.11 10 the Company’s Form S-4 and
incorporated herein by reference)

Form of Directors” Stock Award Plan of the Company (Filed as exhibit 10.4 to the Company’s 2005 Annual
Report on Form 10-K incorporated herein by reference)

Service Agreement entered into by the Company with a subsidiary of Grupo Mexico S.AB.de C.V,
assigned upon the same terms and conditions to Grupo Mexico S.A.B. de C.V. in February 2004 (Filed as
Exhibit 10.10 to the Company’s 2002 Annual Report on Form 10-K and incorporated herein by reference)
Computation of financial ratios

Code of Business Conduct and Ethics adopted by the Board of Directors on May 8, 2003 and amended on
October 21, 2004 (Filed as Exhibit 14 to the Company’s Cutrent Report on Form 8-K dated October 22,
2004 and incorporated herein by reference)

Subsidiaries of the Company (filed herewith)

Cenrtification required by Section 302 of the Sarbanes-Oxley Act of 2002 {filed herewith)

Certification required by Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith)

Certification required by Section 906 of the Sarbanes-Oxley Act of 2002. This document is being furnished
in accordance with SEC Release No. 33-8238 (filed herewith)

Centification required by Section 906 of the Sarbanes-Oxley Act of 2002. This document is being furnished
in accordance with SEC Release No. 33-8238 (filed herewith)
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Exhibit 12.1
SOUTHERN COPPER CORPORATION
COMPUTATION OF FINANCIAL RATIOS

{In millions except ratios)

EARNINGS TO FIXED) CHARGES 2007 2006 2005 2004 2003

| Earnings before tax, minority interest and cumulative

| _ effect of change in accounting principle § 34119 § 30060 § 20024 § 14209 3 209.5
Fixed charges . i . o .
Interest expense 123.2 113.4 108.9 106.5 170
(Gain) loss an debi prepayment 16.6 1.1 10.6 16.5 5.8
{Total fixed charges - 139.8 114.5 119.5 123.0 1228
Earning plus fixed charges . o § 35517 § 31205 5 20219 $ 15439 5 3323
Eamings to fixed charges ' 254 272 17.8 116 27 .
. o . . 2007 2006 s a3
Total debt $ 14498 § 15281 $ L1721 § 13303 § LETLZ
Cash and cash equivalent balance (1,409.3) (1,022.8) (876.0) (710.7} {351.6)
Net debt , 40.5 505.3 296.1 619.6 13196
Total capitalization
Net debt 405 505.3 296.1 619.6 1319.6
Stockholders’ equity o 3,848.1 3,666.6 3.326.1 2.813.6 2,022.7
Total capitalization - $ 38386 $ 41719 § 36222 § 34332 § 33423
Net debt/total capitalization (*) . 1.0 % 121% 8.2% 18.0 % 395%

(*) Represents net debt divided by total capitalization.




SQUTHERN COPPER CORPORATION
Subsidiaries
{More than 50% ownership)

Name of Company

PARENT: " “Americas Mining Corporation (Delawarc)
Registani; =~ Southem Copper Corporation (Delaware)
e e . Compafia Minera Los Tolmos S.A. (Peru)
S, ) Southern Peru Limited

Americas Sales Company, Inc,

S Minera Mexico S.A. de C.V. ‘ )
SDG Mexico Apoyo Administrativo, 5.A. de C.V.

- . Industrial Minera Mexico S.A. de C.V.

. o Mexicana de Cananea, S.A. de C.V.

L Mexicana de Cobte, S A de CV.

e e - X . Mexicana del Arco, S.A. de C.V.

- o . Mexico Compaitfa Inmobiliaria, S.A.

o . Minerales Metdlicos del Norte, S.A.

. B _ Minera Mexico Internacional, lncorporated

. Servicios de Apoyo Administrativo, S.A. de C.V.

Y . Western Copper Supplics

Exhibit 21.1

Percentage of voting
Securities owned or
other bases of control

Not included in this listing are subsidiaries, which in the aggregate would not conslitute a significant subsidiary.




Exhibit 31.1

CERTIFICATION PURSUANT TO
Section 302 of the Sarbanes-Oxley Act of 2002

I, Oscar Gonzalez Rocha certify that:

1.

2.

I have reviewed this report on Form 10-K of Southern Copper Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit 1o state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misteading
with respect to the period covered by this report;

Based on my knowledge, the financia! statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;

The registrant’s other certifying officer(s) and 1 are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15-d-15(f))for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures 10 be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal contrel over financial
reporting to be designed under our supervision, Lo provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s intemnal control over financial reporting that occurred
during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal contro! over financial reporting; and




5. The registrant’s other centifying officer(s} and I have disclosed, based on our most recent evaluation of internal control over
financial reporting to the registrant’s auditors and the audit committee of the registrant’s board of directors {or persons
performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant rol:
in the registrant’s internal control ever financial reporting.

Febru_ary 26, 2008

s/ Qscar Gonzalez Rocha
Oscar Gonzalez Rocha
President and Chief Executive Officer




Exhibit 31.2

CERTIFICATION PURSUANT TO
Section 302 of the Sarbanes-Oxley Act of 2002

1, Genaro Guerrero, certify that:

IR

2.

| have reviewed this report on Form 10-K of Southem Copper Corporation;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading

with respect to the period covered by this report;

Based on my knowledge, the financial stutements, and other financial information included in this report. fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods

presented in this report;

The registrant's other certifying officers and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15 ()} and intemal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)} for the registrant and have:

a Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information retating o the registrant, including its
consotidated subsidiaries, is made known to us by others within those ¢ntities, particularly during the period in

which this report is being prepared;

b. Designed such internal control over financial reporting, or cavsed such intemnal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting
and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered
by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s fourth fiscal quarter that has materially affected, or is reasonably likely to maerially affect,

the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer(s) and 1 have disclosed, based on our




most recent evaluation of internal control over financial reporting to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of intemal control over financial
reporting which are reasonably hikely w adversely affect the regisirant’s ability to record, process, summarize and
report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have u significant role in
the registrant’s internal control over financial reporting.

February 26, 2008

Ist Gienaro Guerrero

Genaro Guerrero
Vice President, Finance and Chief
Financial Officer




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TGO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Repont of Southern Copper Corporation (the “Company™) on Form 10-K for the period ending
December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Oscar Gonzalez
Rocha, President and Chief Executive Officer of the Company, certify pursuant to 18 U.S.C. Section 1350, as adopled pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(1) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Jsf Oscar Gonzalez Rocha
Oscar Gonzalez Rocha
President and Chief Executive Officer

February 26, 2008

A signed otiginal of this written statement required by section 906 has been provided to Southern Copper Corporation and will be
retained by Southern Copper Corporation and furnished to the Securities and Exchange Commission or its staff upon request.




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.5.C. SECTION 1350,
AS ADOPTED PURSUANT TQ
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Scuthern Copper Corporation (the “Company™) on Form 10-K for the period ending
December 31, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Repont™). [, Genare Guerrero, Vice
President, Finance and Chief Financial Officer of the Company, certify pumuanl to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that;

(1) The Report fully complies with the requirements of section 13(a} or 15(d} of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Caompany.

#sf Genaro Guerrero
Genaro Guerrero
Vice President, Finance and Chief
Financial Officer

February 26, 2008 !

A signed original of this written statement required by section 906 has been provided to Seuthern Copper Corporation and wil be
retained by Southern Copper Corporation and furnished to the Securities and Exchange Commission or its staff upon request.




